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FEDERAL  FINANCIAL  PROGRAMS  AFFECTING 
COMMERCIAL  FISHERIES 


TUESDAY,  JUNE  8,  1993 

U.S.  Senate, 
National  Ocean  Policy  Study  of  the 
Committee  on  Commerce,  Science,  and  Transportation, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.  in  room  SR- 
253,  Russell  Senate  Office  Building,  Hon.  John  F.  Kerry,  presiding. 

Staff  members  assigned  to  this  hearing:  Penelope  D.  Dalton  and 
Lila  H.  Helms,  professional  staff  members;  and  John  A.  Moran,  mi- 
nority staff  counsel. 

OPENING  STATEMENT  OF  SENATOR  KERRY 

Senator  Kerry.  Good  morning.  I  apologize  for  being  a  couple  of 
minutes  late. 

The  National  Ocean  Policy  Study  Committee  meets  today  to  dis- 
cuss an  issue  of  enormous  importance  to  fishermen  all  over  the 
United  States.  We  want  to  explore  and  elicit  ideas  regarding  the 
revitalization  and  reinvestment  in  our  Nation's  fishing  industry. 

Certainly,  speaking  for  my  own  State  of  Massachusetts,  the  sta- 
tus of  ground  fisheries  and  scallop  fisheries  is  grim,  and  we  had  a 
very  tough  example  of  confrontation  last  week. 

Throughout  the  years  following  the  enactment  of  the  Magnuson 
Act  in  1976,  we  have  seen  a  decade  in  which  we  had  too  many 
boats  chasing  too  few  fish.  The  result  has  been  a  serious  depletion 
of  the  cod  and  flounder  stocks,  and  a  virtual  destruction  of  the  had- 
dock stock. 

Now,  for  centuries,  as  all  of  us  know,  Georges  Bank  has  provided 
fishermen  from  Nova  Scotia  to  Point  Judith  with  some  of  the  rich- 
est fishing  grounds  in  the  world.  Today,  that  bank  is  ruled  by 
dogfish  and  skate. 

The  New  England  fishing  industry  is  a  billion  dollar  contributor 
to  our  economy,  and  it  is  the  economic  heart  and  soul  of  coastal 
communities  like  Gloucester  and  New  Bedford,  MA.  It  also,  I  might 
add,  stands  as  a  symbol  of  our  identity  as  a  maritime  nation,  and 
these  ports  are  well-known  throughout  the  United  States  and  the 
world  for  that  fact. 

I  think  we  all  have  a  stake  in  seeing  the  fishing  industry  survive 
not  only  for  symbolic  reasons,  but  also  for  economic  reasons,  as 
well  as  the  service  it  provides  to  the  Nation.  To  achieve  that  goal, 
we  are  going  to  have  to  plan,  and  we  are  going  to  have  to  come 
together  in  ways  that  in  the  past  10  to  15  years,  neither  Govern- 
ment nor  the  industry  has  seemed  to  show  willingness  to  do.  I 
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think  the  moment  of  confrontation  is  here,  and  that  inabiHty  to 
come  together  has  simply  got  to  be  transcended. 

There  is  simply  no  room  left  for  error  or  for  flagrant  avoidance 
of  the  realities  that  we  face.  I  believe  that  we  have  got  to  have  a 
plan  that  reduces  fishing  effort.  We  cannot  continue  to  fish  at  the 
current  level  of  effort  and  hope  to  replenish  stocks.  At  the  same 
time,  we  have  got  to  have  a  plan  that  is  fair,  that  the  majority  of 
the  industry  understands  and  supports,  and  that  is  enforceable. 
This  plan  needs  to  be  based  on  the  best  science  available,  and  it 
must  produce  measurable  progress  and  results.  Finally  such  a  plan 
must  consider  and  understand  the  economies  of  fishing  as  well  as 
the  biology  of  fish. 

In  the  development  and  implementation  of  a  plan  for  the  reju- 
venation of  the  fish  population,  we  have  to  recognize  and  acknowl- 
edge that  some  fishermen  are  going  to  suffer  as  a  result.  Many 
fishermen  now  are  experiencing  severe  economic  hardship,  and  this 
only  promises  to  worsen  as  amendment  4  of  the  scallop  plan  and 
amendment  5  of  the  groundfish  management  plan  are  put  into 
place  as  required. 

So,  with  this  in  mind,  today's  hearing  is  to  assess  the  financial 
assistance  programs  currently  available  to  the  fishing  industry.  Are 
they  adequate?  Are  they  sufficient?  Do  they  work?  Can  they  be 
made  to  work?  What  problems  are  fishermen  encountering  in  the 
implementation  of  these  plans?  What  are  the  governmental  prob- 
lems with  respect  to  the  plans,  and  are  there  new  ideas  that  could 
be  laid  on  the  table  and  quickly  implemented  in  order  to  assist  us 
to  deal  with  the  realities  we  now  face? 

Regardless  of  the  details  of  amendments  4  and  5,  the  fishing  in- 
dustry will  have  to  make  adjustments  in  order  to  meet  the  new 
regulations.  The  fishing  industry  acknowledges  this.  They  under- 
stand it,  and  many  fishermen  who  are  currently  unable  to  meet 
their  financial  obligations  are  going  to  need  some  form  of  assist- 
ance. 

Looking  back  upon  the  history  of  this  country,  we  have  paid  par- 
ticular attention  to  the  farmers  in  this  Nation.  We  have  spent  bil- 
lions upon  billions  of  dollars  to  help  farmers  in  times  of  difficulty 
and  times  of  transition,  and  when  acts  of  God  precluded  producing 
a  crop. 

I  think  that  fishermen  are  farmers.  They  are  harvesting  a  crop 
and  they  are  feeding  people  in  this  country.  It  is  appropriate  for 
the  people  of  this  Nation,  if  they  care  about  having  a  maritime  in- 
dustry, and  if  they  care  about  not  being  totally  subject  to  other  na- 
tions controlling  the  food  on  our  tables,  to  provide  some  kind  of  as- 
sistance to  those  who  have  given  their  lives  in  this  endeavor. 

Now,  some  fishermen  may  decide  to  leave  the  industry,  and  we 
understand  that,  but  many  will  clearly  work  to  maintain  fishing  as 
a  livelihood.  It  is  clear  from  the  scientific  predictions,  that  if  we 
proceed  to  conserve  for  a  number  of  years,  we  do  so  with  the  antici- 
pation that  we  will  be  able  to  have  more  fishing  and  more  fish  in 
the  future.  Therefore,  I  think  it  is  vital  that  we  explore  the  options 
today  and  discuss  the  very  severe  economic  hardships  that  are 
faced  by  our  fishermen. 

Now,  I  might  add  that  last  week  we  had  a  terrible  example  of 
Government  behaving  at  its  worst,  missing  the  mark  on  all  counts. 


Earlier  in  the  year,  the  Conservation  Law  Foundation  and  the 
Fishery  Management  Councils  both  requested  action  by  the  Com- 
merce Department  in  order  to  help  preserve  New  England  fishing 
stocks,  action  that  was  requested  to  protect  fish  during  the  spawn- 
ing season. 

Lo  and  behold,  after  our  fishing  people  are  told  that  they  can  go 
out  and  fish  as  of  June  1,  and  they  do  so,  the  Coast  Guard  sud- 
denly appears  on  the  high  seas  driving  them  off  of  their  fishing 
grounds.  The  Coast  Guard  told  them  that  the  catches  they  had  al- 
ready taken  had  to  be  dumped,  and  fishermen  were  treated  as  if 
they  had  somehow  committed  a  criminal  offense. 

Not  only  did  the  Department  of  Commerce  fail  to  protect  the 
fishery  resource  during  the  spawning  period,  but  they  failed  in 
terms  of  building  a  consensus  for  enforcement  purposes.  People 
need  to  believe  uiat  conservation  is  a  cooperative  effort — not  the 
Government  against  the  fishermen,  but  people  working  together  to 
protect  the  fishing  stocks.  I  think  the  consequences  of  this  kind  of 
action  are  terribly  damaging. 

Such  ill-conceived  action  nurts  every  effort  that  we  make  to  try 
to  build  a  consensus  to  have  the  Government  act  responsibly,  and 
to  have  people  work  together  in  some  very  tough  circumstances.  I 
think  it  was  a  most  unfortunate  turn  of  events,  and  I  really  think 
the  Government  owes  an  apology  and  an  explanation  to  these  fish- 
ermen. I  would  be  interested  to  hear  the  explanation.  Your  com- 
ments, Mr.  Chairman,  please. 

OPENING  STATEMENT  OF  SENATOR  ROLLINGS 

The  Chairman.  Today's  hearing  will  review  federal  financial  as- 
sistance and  development  programs  affecting  commercial  fisheries. 
This  hearing  provides  the  committee  with  a  forum  to  discuss  the 
commercial  fishing  industry's  current  economic  situation,  the  effec- 
tiveness of  existing  Federal  financial  and  development  programs, 
and  ideas  for  addressing  economic  problems  in  fishery  manage- 
ment. 

Commercial  fisheries  in  several  regions  of  the  country  have  de- 
clined in  recent  years.  This  decline  is  due  not  only  to  deteriorating 
fish  stocks,  but  also  to  various  economic  factors  such  as  the  cost  of 
fuel,  debt  financing,  competition  from  low-cost  imports,  the  costs 
associated  with  new  safety  and  environmental  regulations,  and 
problems  in  the  private  banking  sector. 

The  task  of  dealing  effectively  with  the  financial  needs  for  fish- 
eries development  and  restoration  has  never  been  more  complex. 
Long-term  private  financing  is  increasingly  difficult  to  obtain.  In 
addition,  the  Federal  budget  deficit  and  the  policies  of  prior  admin- 
istrations have  reduced  the  availability  of  Government  assistance, 
and,  since  1992,  there  has  been  a  moratorium  on  fishing  vessel 
loan  guarantees,  except  for  the  refinancing  of  existing  loans  and 
some  aquaculture  projects. 

In  order  to  maintain  the  Nation's  commercial  fishing  industry, 
we  must  examine  carefully  financial  services  and  assistance  pro- 
grams that  are  currently  available.  In  the  interest  of  regional  de- 
velopment, we  must  consider  programs  like  the  Saltonstall-Ken- 
nedy  Grant  Program  and  Marine  Fisheries  Initiative.  These  pro- 
grams offer  a  way  of  dealing  with  the  local  problems  faced  by  nsh- 


ermen  and  help  to  restore  specific  fishery  resources.  Furthermore, 
to  improve  Government  efficiency,  we  need  to  review  longstanding 
Federal  programs  like  the  Fishermen's  Obligation  Guarantee  Pro- 
gram and  the  Fishing  Vessel  Capital  Construction  Fund,  to  deter- 
mine if  these  programs  balance  effectively  fishery  conservation  and 
development  needs. 

Today's  hearing  is  the  starting  point  for  evaluating  Federal  fish- 
eries programs  and  legislation  to  encourage  long-term  sustainable 
development  of  American  fisheries.  I  welcome  our  witnesses  and 
look  forward  to  working  with  the  administration,  fishermen,  and 
conservation  groups  in  meeting  this  important  goal. 

Thank  you,  Mr.  Chairman. 

Senator  Kerry.  So,  on  that  note,  we  will  begin  the  hearing  proc- 
ess. We  have  two  panels,  and  I  appreciate  Doug  Hall,  the  Assistant 
Secretary  of  Commerce  for  Oceans  and  Atmosphere  being  present, 
and  Mr.  Phillip  Mackie,  the  Assistant  Administrator  for  Commod- 
ity and  Marketing  Programs  of  the  Foreign  Agricultural  Service, 
Department  of  Agriculture,  and  Mr.  Charles  Hertzberg,  the  Assist- 
ant Administrator  for  Financial  Assistance  at  the  Small  Business 
Administration,  which  can  plav  an  important  role  in  this  process. 

So,  gentlemen,  thank  you  all  very  much  for  being  here,  and  Mr. 
Hall,  if  you  would  begin,  we  would  appreciate  it. 

STATEMENT  OF  HON.  DOUGLAS  K.  HALL,  ASSISTANT  SEC- 
RETARY OF  COMMERCE  FOR  OCEANS  AND  ATMOSPHERE, 
NATIONAL  OCEANIC  AND  ATMOSPHERIC  ADMINISTRATION 

Mr.  Hall.  Thank  you,  Mr.  Chairman.  You  have  summarized  very 
well  the  problems  facing  the  fishing  industry  and  the  area  in  New 
England  is  one  of  the  most  severely  hit  in  the  country,  but  it  is  not 
the  only  area,  and  about  300,000  people  are  employed  in  the  com- 
mercial fishing  industry  across  the  country,  and  we  have  65  of  the 
153  species  that  have  been  surveyed  by  NMFS  are  either 
overutilized  or  severely  depleted.  It  includes  the  New  England 
groundfish,  the  Atlantic  sea  scallops,  summer  flounder,  Gulf  of 
Mexico  red  snapper. 

These  are  some  of  the  most  valuable  species  and  stocks,  so  we 
have  to  begin  a  rebuilding  effort,  and  it  is  going  to  require  signifi- 
cant restrictions  on  fishing,  and  I  want  to  applaud  you  for  your 
leadership  on  that,  because  these  decisions  will  not  be  easy,  and  we 
need  work  with  you  and  others  in  Congress  to  make  significant 
progress. 

We  at  the  National  Marine  Fisheries  Service  at  this  point  and 
within  NOAA,  we  have  several  financial  programs,  but  none  of 
them  really  is  directed  at  the  problem  that  you  have  identified.  The 
Fishery  Obligation  Guarantee  Program  provides  financing  for  new 
construction  refinancing  of  debt,  and  restructuring  of  debt,  but  it 
is  really  directed  at  fishermen  who  are  creditworthy  and  meet  pret- 
ty stringent  financial  standards.  I  think  in  the  situation  we  are  fac- 
ing in  the  next  few  years,  that  will  not  be  the  type  of  commercial 
fisherman  who  will  need  most  of  our  assistance. 

We  also  have  the  Fishermen's  Contingency  Fund  and  the  Fishing 
Vessel  and  Gear  Damage  Compensation  Fund,  Capital  Construc- 
tion Fund,  and  the  Saltonstall-Kennedy  and  Marine  Fisheries  Ini- 
tiative Grants  Programs.  All  of  these  may  help  in  some  way  in 


terms  of  helping  us  through  this  transition.  However,  they  do  not 
provide  the  direct  financial  assistance  that  I  think  you  are  talking 
about  providing  in  this  particular  situation. 

At  the  National  Marine  Fisheries  Service,  while  at  this  point  the 
administration  faces  significant  uncertainty  about  the  budget  and 
what  we  will  be  able  to  do  or  not  be  able  to  do,  we  recognize  this 
as  being  a  critical  problem.  Some  of  the  things  that  are  being 
looked  at  are  direct  assistance  to  fishermen  loan  programs  and 
short-term  financial  assistance  programs  that  will  ease  the  pain  of 
the  dislocation. 

There  are  two  principles  that  NMFS  is  looking  at  as  we  go  into 
this.  One  is  that  the  programs  should  be  self-financing.  We  believe 
this  will  increase  wealth.  That  is,  as  you  recover  the  stocks,  as 
much  as  $2.9  billion  will  be  added  to  the  national  economy,  and  so 
part  of  that  should  be  used  to  help  prepay  this  program. 

The  other  is  that  with  financial  assistance  programs,  if  they  are 
considered  and  deemed  to  be  in  the  public  interest,  they  should  be 
accompanied  by  restrictions  on  fishing.  It  will  not  help  us  if  we  end 
up  through  financial  assistance  programs  reducing  the  pressure  on 
the  fishery  for  the  short  term,  but  in  the  long  term  we  have  not 
made  a  sound  plan  for  recovery  of  the  species. 

I  believe  that  the  National  Marine  Fisheries  Service  owes  both 
an  apology  and  an  explanation  concerning  the  rule  last  week.  It 
is — the  process  by  which  this  was  handled,  it  seems  to  me  that 
delay  and  multiple  duplication  of  effort  in  terms  of  reviewing  these 
procedures  has  been  institutionalized  over  the  years,  and  so  before 
this  situation  came  up,  the  new  leadership  at  NOAA  had  asked  for 
a  review  of  the  procedures  for  getting  new  rules  into  place,  because 
another  situation  came  up  a  couple  of  weeks  ago. 

But  that  is  not  to  excuse  what  happened  last  week,  and  in  this 
particular  case,  while  the  process  was  flawed,  we  feel  that  the  rule 
is  absolutely  necessary  for  the  reasons  that  you  have  outlined.  This 
particular  stock  offish  has  less  than  10  percent  of  its  historical  lev- 
els in  the  month  of  June  last  year. 

Approximately  37  percent  of  the  fishing  mortality  for  haddock  oc- 
curred in  that  single  month,  after  the  spawning  season  is  over  for 
all  practical  purposes,  but  there  is  a  postspawning  aggregation  of 
the  fish  stocks  off  George's  Bank,  and  this — in  the  original  proposal 
from  the  council,  the  council  recommended  that  the  size  of  the 
closed  area,  the  spawning  area,  be  enlarged,  and  that  it  also  be  ex- 
panded. 

Originally  it  was  going  to  be  through  March,  April,  and  May,  and 
the  council  had  recommended  emergency  adoption  of  the  draft 
measures  of  amendment  5,  which  includes  expanding  the  time  pe- 
riod from  January  1  through  the  end  of  June.  Your  staff  had  raised 
a  question  about  that,  and  we  have  looked  at  that,  and  that  was 
the  recommendation,  but  the  timing  and  the  handling  of  it  could 
not  have  been  worse,  and  so  I  apologize  for  that. 

[The  prepared  statement  of  Mr.  Hall  follows:] 

Prepared  Statement  of  Douglas  K.  Hall 

I  am  Douglas  K.  Hall,  Assistant  Secretary  for  Oceans  and  Atmosphere,  U.S.  De- 
partment of  Commerce.  I  appreciate  this  opportunity  to  present  information  on  Na- 
tional Oceanic  and  Atmospheric  Administration  (NOAA)  programs  that  provide  fi- 
nancial assistance  to  the  American  fishing  industry.  I  would  also  like  to  share  with 


you  some  of  our  initial  ideas  on  how  to  assist  the  U.S.  fishing  industry  with  eco- 
nomic dislocations  associated  with  rebuilding  the  Nation's  fisheries. 

The  1976  extension  of  U.S.  jurisdiction  to  200  miles  from  shore  ushered  in  a  new 
e;a  for  fishery  management.  It  also  opened  the  door  to  increased  demand  for  U.S. 
fishery  resources  and  led  to  explosive  growth  of  the  domestic  fishing  fleet.  Each 
year,  more  and  more  fin  fish  ana  shellfish  species  are  harvested  by  U.S.  commercial 
and  recreational  fishermen.  Many  valuable  resources  which  migrate  through  our 
200-mile  zone,  such  as  tuna  and  swordfish,  are  also  heavily  fishea  by  other  nations 
in  waters  outside  the  200-mile  zone. 

United  States  fisheries  are  extremely  valuable,  contributing  over  tens  of  billions 
of  dollars  annually  to  the  Nation's  economy.  Additional  benefits  are  derived  from 
subsistence  fishing  by  Native  American  groups,  aquaculture,  and  recreational  activi- 
ties. Nearly  300,000  men  and  women  are  full-time  workers  in  U.S.  commercial  fish- 
eries, and  nearly  100,000  commercial  fishing  crafl  annually  ply  U.S.  waters.  Much 
visibility  is  given  to  the  large  factory  ships,  such  as  freezer-trawlers  that  operate 
in  the  North  Pacific,  but  the  backbone  of  the  American  fishing  industry  is  small 
coastal  businesses  --  individual  fishermen  and  cooperatives,  shoreside  processors, 
brokers,  retailers,  shippers,  and  support  industries. 

Unfortunately,  the  increasing  demand  for  fish  products  and  the  growth  in  capacity 
of  the  domestic  fishing  fleet  has  led  to  severe  stock  depletions  for  many  of  our  most 
valuable  fisheries.  NOAA  has  estimated  the  total  potential  net  value  (PNV),  derived 
from  adiustments  in  the  fishing  fleet  size  and  the  recovery  of  overfished  stocks,  at 
$2.9  billion  annually.  The  total  direct,  indirect,  and  induced  impact  on  the  U.S. 
economy  is  estimated  at  $25  billion  annually  including  about  an  $8  billion  increase 
in  the  Gross  Domestic  Product  and  300,000  more  jobs.  It  is  not  hard  to  see  why 
NOAA  is  committed  to  rebuilding  overfished  marine  fisheries,  and,  at  the  same 
time,  safeguarding  the  economic  health  of  the  industry  that  depends  upon  produc- 
tive fisheries,  especially  the  small  business  community. 

Replenishment  of  stocks  can  produce  substantial  economic  benefits  over  time,  but 
not  without  significant  near-term  costs.  This  raises  the  question  of  who  will  bear 
the  costs,  and  who  will  share  in  the  benefits.  The  immediate  losses  will  be  borne 
by  the  producing  sector,  i.e.,  the  fishers  and  processors.  We  are  looking  at  conceits 
that  would  help  the  current  users  of  fishery  resources  through  these  short-term 
losses  until  stocks  recover  and  yield  greatly  expanded  harvests. 

CURRENT  NOAA  FISHERIES  ASSISTANCE  PROGRAMS 

Direct  Assistance  Programs 

Several  NOAA  assistance  programs  are  well  known  to  the  U.S.  fishing  industry. 
Perhaps  the  most  widely  recognized  is  the  Fisheries  Obligation  Guarantee  (FOG) 
program  (Title  XI  of  the  Merchant  Marine  Act  of  1936).  The  FOG  program  provides 
a  Federal  guarantee  of  private  debt  for  fishing  vessels  and  shoreside  facilities,  giv- 
ing credit  worthy  borrowers  access  to  the  normal  private  market  for  long-term  debt 
capital.  The  net  eflect  of  the  program  is  to  lower  the  cost  of  debt  and  stretch  its 
service  over  a  longer  period  that  is  more  consistent  with  the  cyclical  earnings  nature 
of  the  fishing  industry.  The  program  has  statutory  authority  to  finance  or  refinance 
up  to  80  percent  of  the  costs  of  constructing,  reconstructing,  reconditioning,  or 
(under  limited  circumstances)  purchasing  vessels  and  shoreside  facilities. 

The  FOG  program's  goal  is  to  operate  with  low  costs  to  the  taxpayer,  with  user 
fees  ofi'setting  the  majority  of  costs.  While  this  program  has  been  useful  in  the  past, 
the  program's  objectives  generally  have  been  accomplished  and  therefore  the  FVesi- 
dent  s  FY  1994  Budget  did  not  support  the  issuance  of  new  loan  guarantees.  As  of 
the  close  of  fiscal  year  1992,  the  portfolio  consisted  of  413  loan  guarantees  with  a 
contingent  liability  amounting  to  $278  million;  currently,  the  portfolio  amounts  to 
370  loan  guarantees  worth  $215  million. 

The  Fishermen's  Contingency  Fund  (Title  IV  of  the  Outer  Continental  Shelf 
Lands  Act  Amendments  of  1978)  mitigates  conflicts  between  the  fishing  and  offshore 
energy  industries  by  compensating  fishermen  for  casualties  caused  by  OCS  energy- 
related  debris.  Most  casualties  involve  shrimp  nets  hanging  on  bottom  debris  in  tne 
Gulf  of  Mexico.  The  program  is  totally  self-supporting  through  assessment  of  energy 
companies.  During  fiscal  year  1992,  110  claims  were  paid  which  totaled  $562,000. 
The  year-end  balance  of  the  fund  was  $666,000. 

The  Fishing  Vessel  and  Gear  Damage  Compensation  Fund  (Section  10  of  the  Fish- 
ermen's Protective  Act  of  1967)  compensates  fishermen  for  gear  casualties  caused 
by  other  vessels  (whether  foreign  or  domestic)  in  the  exclusive  economic  zone  (EEZ), 
and  vessel  casualties  caused  by  foreign  vessels.  Most  casualties  involve  fixed  gear 
and  are  unobserved.  The  program  is  totally  self-supporting  through  a  surcharge  on 
fees  collected  from  foreign  fishermen  in  the  EEZ  in  past  years,  plus  interest  on  in- 


vestments  and  small  administrative  fees.  During  fiscal  year  1992,  145  claims  were 
paid  a  total  of  $882,000,  with  a  year-end  balance  of  $3.8  million  in  the  fund.  At  the 
current  rate  of  spending,  the  fund  will  be  exhausted  in  approximately  3.5  years. 

The  Capital  Construction  Fund  program  (Section  607  of  the  Merchant  Marine  Act 
of  1936)  defers  Federal  taxation  of  fishing  vessel  net  income  to  allow  its  use  in  ap- 
proved projects  for  the  acquisition,  construction,  or  reconstruction  of  fishing  vessels. 
Agreements  must  be  entered  into  with  the  Secretary  before  funds  can  be  deposited 
and  withdrawn  for  approved  projects.  Deferred  taxes  are  recovered  by  the  Govern- 
ment by  reduction  of  the  vessel's  depreciation  basis  for  income  tax  purposes.  As  of 
the  close  of  fiscal  year  1992,  there  were  4,371  agreements,  with  a  total  of  $263  mil- 
lion on  deposit. 

In  summary,  the  total  budget  authority  for  NOAA's  direct  assistance  pro-ams  in 
fiscal  year  1993  was:  Fisheries  Obligation  Guarantee  Program,  $0.47  million  (pro- 
vides $47  million  in  loan  guarantees);  Fishermen's  Contingency  Fund,  $1.00  million; 
Fishing  Vessel  &  Gear  Damage  Compensation  Fund,  $1.30  million;  Total,  $2.77  mil- 
lion. 

Grant  Programs 

NOAA  Grant  Programs  are  another  avenue  of  assistance  to  the  industry.  Two  pro- 
grams in  particular,  the  Saltonstall-Kennedy  (S-K),  and  the  Marine  Fisheries  Initia- 
tive (MAKFIN),  were  created  specifically  to  aid  in  the  development,  enhancement 
and  utilization  of  U.S.  fishery  resources.  The  S-K  program,  funded  by  Congress 
since  1981,  provides  grants  on  a  nationwide  basis  to  harvesters,  processors,  industry 
associations,    universities,    private    firms,    and   individuals,    for   a    wide    variety   of 

f)rojects.  With  relatively  few  domestic  fishery  resources  remaining  unexploited,  the 
ocus  of  this  program  has  shifted  somewhat  from  the  original  development  and  mar- 
keting emphasis  to  research  for  resolving  problems  that  result  in  economic  losses 
to  the  industry — e.g.,  bycatch,  user  conflicts,  waste,  and  seafood  quality  and  safety. 

A  substantial  portion,  nevertheless,  is  spent  for  development  of  underutilized  spe- 
cies. In  the  Northeast,  especially,  significant  S-K  funds  are  dedicated  to  the  develop- 
ment of  "alternative"  fisheries — Atlantic  mackerel,  dogfish  and  skates — that  may 
help  ofl'set  losses  from  the  severely  depleted  groundfish  stocks.  In  the  Southeast  and 
Pacific  Northwest,  research  has  focused  on  reducing  the  waste  and  discards  that  re- 
sult in  heavy  economic  losses  to  the  shrimp  and  groundfish  fisheries.  Elsewhere,  S- 
K  grants  provide  funding  for  aquaculture  research  and  hazards  that  affect  the  safe- 
ty of  fishery  products  for  human  consumption. 

MARPIN  provides  grants  for  the  development  and  enhancement  of  fisheries  re- 
sources in  the  Gulf  of  Mexico  and  South  Atlantic.  The  thriving  multimillion-dollar 
Gulf  butterfish  industry  is  a  direct  result  of  the  MARFIN  program.  The  program 
is  currently  the  force  behind  an  intensive  industry-government  coalition  to  reduce 
the  heavy  fin  fish  bycatch  that  threatens  the  rich  ocean  productivity  of  the  South- 
east. This  funding  has  already  resulted  in  the  development  of  several  effective 
bycatch  reduction  devices  that  promise  to  minimize  shrimp  loss  while  ensuring  the 
survival  of  juvenile  red  snapper  and  other  valuable  finish. 

Fiscal  year  1993  total  appropriations  for  these  NOAA  grant  programs  (which  di- 
rectly or  indirectly  benefit  fishermen)  were:  Saltonstall-Kennedy  grants,  $6.4  mil- 
lion; MARFIN,  $3.8  million;  Total,  $10.2  miUion. 

While  these  are  the  major  grant  programs  to  industry,  NOAA  also  provides  many 
additional  millions  of  dollars  in  contracts,  grants,  and  seafood  technology  transfer 
that  indirectly  assist  the  U.S.  fishing  industry. 

Other  Department  of  Commerce  Financial  Assistance  Programs 

In  addition  to  these  NOAA  programs,  the  Department  of  Commerce's  Economic 
Development  Administration  (EDA)  also  provides  assistance  which  may  benefit  the 
seafood  industry.  Under  its  Revolving  Loan  Fund  Program,  EDA  makes  available 
funds  to  communities,  which  ftinds  are  in  turn  loaned  to  primary  businesses  in 
order  to  save  and  create  jobs.  The  Department's  Minority  Business  Development 
Agency  also  administers  programs  under  which  management  and  technical  assist- 
ance centers  help  minority  entrepreneurs  prepare  business  plans  and  financial  pack- 
ages. The  Department's  agencies  are  committed  to  working  together  in  all  such  en- 
deavors. 

EXPANDING  FISHERY  ASSISTANCE 

Let  me  turn  now  to  the  problem  of  fishermen's  welfare  during  a  transition  in  the 
Nation's  fisheries.  Nationwide,  fishing  capacity  is  nearly  double  the  level  needed  to 
harvest  the  potential  fish  production.  As  a  result,  many  fishery  resources  are  de- 
pleted and  producing  much  less  than  their  potential.  As  noted  earlier,  NOAA  has 
estimated  that  $2.9  billion  in  net  revenues  annually  are  not  being  realized. 
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The  challenge  is  to  encourage  a  restructuring  of  the  fishing  industry  while  mini- 
mizing the  adverse  impact  this  restructuring  will  have  on  today's  fishermen.  In  all 
possible  situations,  we  should  seek  to  encourage:  (1)  support  for  Fishery  Manage- 
ment Plans  that  provide  for  rebuilding  and  maintaining  sustainable  fish  popu- 
lations; and  (2)  compliance  with  necessary  regulations.  In  summaiy,  the  problem  is 
to  develop  acceptable  ways  to  assist  the  industry  in  anticipation  of  future  gains  for 
both  industry  and  consumers. 

NOAA  will  take  into  consideration  various  possibilities  for  assistance  during  peri- 
ods of  stock  rebuilding  that  would  allow  the  Government  to  recoup  its  costs.  Ideas 
of  various  fishing  interests  that  have  been  proposed  for  consideration  by  all  inter- 
ested parties  include  assistance  mechanisms  sucn  as: 

•  vessel/license  buy-backs; 

•  incentives  to  redirect  effort  to  underutilized  species; 

•  retraining;  and 

•  direct  financial  assistance. 

These  suggestions  have  been  tied  to  proposals  to  limit  entry  and  to  impose  fees 
on  fiiture  catch  or  profits  to  recoup  costs.  Ooviously,  all  of  these  possibilities  require 
considerable  investigation  before  we  could  propx)se  a  specific  option  if  any  were 
found  to  be  appropriate. 

We  are  also  looking  at  other  ways  to  provide  assistance  during  rebuilding  periods 
such  as  collaboration  with  the  Small  Business  Administration  Office  of  Disaster  As- 
sistance in  determining  the  effects  of  sudden  natural  disasters  on  fisheries. 

We  need  to  examine  ways  in  which  our  traditional  NOAA  and  other  Govern- 
mental financial  assistance  programs  might  be  more  useful  to  aid  in  the  rebuilding 
process.  For  instance,  loan  programs  might  be  established  to  encourage  fishermen 
to  go  into  other  businesses.  Another  possibility  is  extension  of  the  Capital  Construc- 
tion Fund  program  to  the  shoreside  seafood  processing  sector;  these  funds  are  cur- 
rently available  only  to  vessel  owners.  Yet  another  option  would  be  job  retraining 
programs  which  would  assist  in  reducing  heavily  overcapitalized  fisheries. 

We  look  forward  to  discussing  these  concepts  further  with  Congress,  industry 
leaders,  Regional  Fishery  Management  Council  members  and  staff,  scientists,  econo- 
mists and  others. 

Our  goal  is  long-term  revitalization  of  the  U.S.  fishing  industry,  consistent  with 
rebuilding  healthy,  productive  living  marine  resources  that  will  benefit  future  gen- 
erations of  Americans.  Our  approach  to  fishery  management  is  the  development  of 
user-government  coalitions — partnerships — that  together  determine  how  best  to 
steward  U.S.  fishery  resources. 

Thank  you,  Mr.  Chairman  and  Members  of  the  Committee  for  this  opportunity  to 
express  NOAA's  views.  I  would  be  pleased  to  answer  any  questions  you  may  have. 

Senator  Kerry.  Well,  I  appreciate  your  candor  and  I  appreciate 
your  apology,  and  I  know  the  fishermen  do,  but  I  am  concerned 
still  when  you  say  that  the  rule  is  necessary  in  its  current  form. 

I  understand  we  need  to  conserve,  but  I  am  hearing  that  as  a  re- 
sult of  the  closing  of  these  areas,  there  will  now  be  a  greater  con- 
centration of  fishermen  in  the  other  areas,  and  there  is  no  restraint 
on  the  total  number  of  days  fishing.  As  a  result,  the  fishermen  will 
try  to  make  up  in  the  other  areas  what  they  were  getting  from  the 
newly  closed  area,  and  your  impact  on  the  totality  of  the  stock  will 
be  negligible. 

Mr.  Hall.  Our  biologist  told  us  late  last  night  or  early  this  morn- 
ing, and  we  have  had  extensive  briefings  on  this  since  this  con- 
troversy has  occurred,  that  about  70  percent  of  the  fish  take  during 
the  month  of  June  last  year  was  in  a  closed  area,  and  that  this  is 
where  the  highest  aggregation 

Senator  Kerry.  That  is  where  they  fished. 

Mr.  Hall.  But  that  is  also  where  the  highest  aggregation  of 
stocks  are  at  this  point,  and  so  while  the  fishermen  may  con- 
centrate in  other  areas,  this  is  the  area  where  the  fish  are  con- 
gregated this  time  of  year. 

Senator  Kerry.  So,  you  do  not  see  a  problem  in  terms  of  the 
shift. 

Mr.  Hall.  Excuse  me.  Senator. 


Senator  Kerry.  You  do  not  see  a  problem  in  terms  of  their  shift- 
ing to  the  other  area. 

Mr.  Hall.  One  of  the  reasons  this  is  so  controversial  is  because 
as  they  shift  to  the  other  areas,  there  are  fewer  fish  in  those  areas, 
and  then  that  will  be 

Senator  Kerry.  Well,  what  happens  if  indeed  there  are  fewer 
fish  in  these  other  areas  but  they  fish  for  longer,  stay  out  longer, 
and  simply  prolong  the  effort  to  still  come  up  with  the  catch  they 
are  looking  for?  They  are  still  taking  x  quantity  out  of  the  ocean. 

Mr.  Hall.  I  do  not  think  that  we  have  come  up  with  a  solution 
yet  to  our  long-term  problem,  and  I  think  this  is — again,  this  may 
well  cause  some  problems  in  other  areas.  I  do  not  know  that  to  be 
the  case.  This  is  the  area  where  most  of  the  fish  are. 

Senator  Kerry.  Well,  yesterday  when  I  was  visiting  with  fisher- 
men in  Boston  on  the  fish  pier,  there  was  a  scalloper  who  had 
pulled  up  earlier.  The  scalloper  had  unloaded  his  scallops,  and  was 
then  in  the  process  of  unloading  his  monkfish. 

Now,  groundfish  caught  by  scallopers  are  not  included  in  the 
total  groundfish  count.  So,  here  is  a  scalloper,  who  may  be  bringing 
in  anywhere  from  5  to  15,000  pounds  of  groundfish,  and  he  is  not 
under  any  restriction  whatsoever.  Ground  fishermen,  because,  they 
are  not  scallopers,  are  restricted  in  the  amount  of  groundfish  they 
can  land. 

This  system  of  groundfish  management  is  difficult  to  understand, 
and  I  do  not  think  you  are  going  to  get  the  support  of  fishermen. 
I  think  you  are  going  to  have  a  terrible,  and  almost  appropriate 
kind  of  anger  heaped  on  you  unless  there  is  an  immediate  effort 
to  sit  down  and  get  some  order  in  this  process. 

Mr.  Hall.  Senator,  I  could  not  agree  with  you  more,  and  I  think 
we  have  to  look  at  the  whole  process,  and  this  is  a  very  complicated 
issue  and  it  does  not  lend  itself  to  easy  solutions. 

One  of  the  problems  has  been  that  because  of  delays  and  because 
of  inaction  over  the  years,  the  actions  that  are  taken  in  the  end 
tend  to  be  more  harsh,  seem  to  be  less  rational  because  the  actions 
are  taken  after  a  crisis  has  occurred  as  opposed  to  planning  for  the 
long  term  and  making  a  reasonable  situation. 

Senator  Kerry.  Well,  let  me  say  in  your  defense  that  all  of  this 
should  not  be  dumped  on  you.  This  is  a  new  administration  and 
you  guys  have  come  in  and  inherited  a  problem.  Nonetheless,  I 
want  the  problems  laid  on  the  table  and  acknowledged.  It  seems 
to  me,  however,  that  just  because  you  are  implementing  an  emer- 
gency order,  it  does  not  mean  that  it  has  to  be  done  without  con- 
sultation and  without  some  input. 

Mr.  Hall.  Senator,  in  this  particular  case  there  was. consultation 
with  the  council.  There  was  also  a  consultation  with  the  Conserva- 
tion Law  Foundation.  As  I  said,  it  was  inexcusable  that  this  took 
from  February  until  June  3  to  get  this  emergency  order  on  the 
books,  but  it  incorporated  the  input  from  both  of  those  bodies. 

Senator  Kerry.  Well,  when  you  say  there  was  consultation  with 
the  council,  the  council  did  request  the  emergency  closure  through 
June?  The  Conservation  Law  Foundation  requested  the  emergency 
closure.  Was  the  council  aware  that  emergency  closure  was  coming 
down?  I  do  not  think  so. 
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Mr.  Hall.  They  probably  were  not  aware  of  the  specific  date  of 
it  coming  down,  but  they  were.  When  the  council  voted  in  February 
to  recommend  emergency  action  for  those  sections  of  amendment  5 
that  dealt  with  this  situation,  it  included  two  elements.  One  was 
to  expand  the  spawning  area  to  be  closed.  The  other  would  be  to 
expand  the  duration  of  the  closure  from  the  3  months,  March, 
April,  and  May,  to  expand  that  to  a  6-month  period,  from  January 
1  to  June  30,  so  that  whenever  the  council's  recommendations  were 
implemented,  it  had  the  effect  of  being  a  closure  for  the  month  of 
June. 

Senator  Kerry.  But  I  understand  the  council  withdrew  its  re- 
quest on  May  25  because  it  had  not  been  timely  implemented. 

Mr.  Hall.  The  Conservation  Law  Foundation  did,  the  council  did 
not.  But  the  Conservation  Law  Foundation  withdrew  its  request  at 
that  point.  I  can  understand  their  frustration  with  the  process. 

Senator  Kerry.  It  seems  to  me,  this  is  what  makes  everybody  so 
angry  about  Government.  This  is  exactly  why  people  say  that  Gov- 
ernment is  incompetent,  we  hate  it,  get  rid  of  it.  It  is  not  just  you, 
it  is  us,  it  is  everybody.  People  feel  Government  cannot  do  any- 
thing. 

Now,  I  do  not  understand  why  no  notice  was  given.  This  is  one 
of  the  most  critical  fishing  issues  before  this  agency.  This  is  the 
primary  job  of  hundreds,  thousands  of  people.  For  the  future  of  the 
fishing  industry  is  one  of  the  most  critical  areas  of  concern.  There 
is  tima  and  a  few  other  issues,  but  this  is  one  of  the  primary  fish- 
eries, and  management  seems  to  have  become  adversarial.  It  is 
going  to  be  somewhat  adversarial  because  there  are  some  tough 
things  to  consider.  I  get  the  sense,  however,  based  on  numerous 
meetings  with  fishermen  throughout  the  region,  that  they  do  not 
feel  like  they  know  what  is  going  on  because  the  Government 
doesn't  seem  to  be  working  with  them  on  these  problems.  It  seems 
to  me,  we  can  do  a  much  better  job  of  pulling  people  together,  even 
if  tough  measures  need  to  be  embraced,  if  everyone  understands 
why  certain  decisions  are  made. 

Mr.  Hall.  Senator,  I  could  not  agree  with  you  more.  This  is  not 
a  situation  that  we  can  allow  to  continue.  We  will  not  make  any 
progress  if  we  continue  this  type  of  working  relationship.  So,  I 
think  we  have  to  work  very  hard  to  improve  the  communication. 
But  not  to  communicate,  we  have  to  do  a  better  job.  I  mean,  the 
job  that  was  done  in  this  particular  rule  cannot  be  defended. 

Senator  Kerry.  Well,  can  I  have  a  commitment  from  you?  As  you 
know,  Senator  Kennedy  and  I  have  both  written  letters  to  the  Sec- 
retary, and  I  would  like  to  have  some  sense  of  how  the  Secretary 
might  respond.  Do  you  know  yet? 

Mr.  Hall.  Like  I  say,  we  were  there  late  last  night  and  this 
morning  reviewing  the  situation.  Our  finding  at  this  point  is  that 
June  is  the  most  critical  month  in  terms  of  fish  mortality  in  that 
particular  region. 

Senator  Kerry.  Can  I  make  a  recommendation? 

Mr.  Hall.  Yes. 

Senator  Kerry.  I  just  would  suggest  to  you  that  on  an  emergency 
basis,  that  you  bring  together  the  fishermen  and  the  council,  and 
see  if  you  cannot  come  up  with  some  sense  of  consensus;  some 
order  in  process  that  people  can  embrace  and  understand.  This 
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way,  as  you  go  forward  through  the  month  of  June,  perhaps  you 
can  alter  or  modify  the  emergency  order  to  some  degree  with  peo- 
ple's input. 

But  it  does  not  seem  impossible  to  me  for  the  Secretary,  for  the 
acting  NMFS  Director,  yourself,  and  others  to  get  together  in  a 
room  with  these  folks  and  really  work  on  this  issue  for  a  day  or 
two,  and  see  if  we  cannot  get  something.  I  would  be  happy  to  act 
as  an  intermediary  or  as  a  participant,  as  I  think  Representative 
Studds  would.  I  think  that  it  is  terribly  important  here  to  try  to 
build  a  good  feeling  and  a  consensus. 

Mr.  IL\LL.  Senator,  I  would  be  glad  to  participate  in  any  meet- 
ings that  would  be  helpful  to  the  situation. 

Senator  Kerry.  Well,  let  us  see  how  the  industry  people  respond 
here  who  are  here,  and  see  if  we  can  go  on  from  there. 

Mr.  Hall.  Senator,  one  point  I  wanted  to  add,  though,  and  I 
want  to  emphasize  is  the  stock  is  down  below  10  percent  of  its  his- 
toric level. 

Senator  Kerry.  Absolutely. 

Mr.  Hall.  And  while  the  decision  and  the  way  it  was  imple- 
mented may  be  inexcusable,  we  have  to  look  at  the  resource  in  the 
end.  What  is  done  is  done,  and  I  think  as  we  move  forward  to  the 
end  of  June,  we  have  to  look  at  what  is  best  for  the  long-term  in- 
terest of  the  fishery  and  of  the  stock. 

Senator  KERRY.  Well,  I  understand  that.  I  again  repeat,  this  is 
a  new  group  of  people  coming  in.  But  I  have  got  to  tell  you  some- 
thing. We  have  professionals  and  they  are  supposed  to  be  serving 
the  fishermen  and  the  national  interest.  We  have  had  hearings  on 
this  several  times  and  each  time  we  have  seen  charts  showing  the 
depletion  of  these  stocks.  This  is  not  an  emergency  that  suddenly 
arose  this  year.  Last  year  at  this  time  we  were  told  that  those 
stocks  were  depleted.  Yet  month,  after  month,  after  month  has 
gone  by,  until  suddenly  this  June,  without  the  fishermen  really 
being  part  of  the  process,  this  closure  is  lowered  on  their  heads.  I 
think  that  this  has  got  to  be  treated  as  the  emergency  it  is. 

Second,  you  have  people  with  a  $500,000  mortgage  on  a  boat,  or 
a  $1  million  mortgage,  some  of  them  carrying  their  homes— every- 
thing is  at  stake  in  this.  This  is  not  just  a  business  decision  for 
these  folks.  There  ought  to  be  some  consideration  if  we  are  going 
to  take  conservation  steps. 

In  addition,  they  are  not  the  only  people  contributing  to  the  de- 
pletion of  those  stocks.  There  are  other  fisher  people  out  there,  in- 
cluding boats  from  North  Carolina  and  other  mid-Atlantic  States, 
that  come  up  the  coast  and  fish  in  New  England  waters.  All  of  this 
tells  me  that  there  has  to  be  some  commensurate  measure  of  eco- 
nomic assistance  that  says,  we  are  not  going  to  tear  people's  lives 
apart  in  the  course  of  making  fishery  conservation  decisions. 

I  will  ask  you  point  blank.  Do  you  think  the  mohair  subsidy  is 
more  important  than  these  fishermen? 

Mr.  Hall.  I  do  not  think  so.  Senator. 

Senator  Kerry.  Well,  we  have  a  $500  million  mohair  subsidy.  Do 
you  think  the  honey  subsidy  is  more  important? 

Mr.  Hall.  That  is  not  my  program. 

Senator  Kerry.  Well,  I  understand.  [Laughter.] 
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But  I  would  like  to  have  you  and  some  other  people  raising  hell, 
and  fighting  within  the  administration  to  get  the  priorities 
straight.  I  do  not  think  that  giving  away  money  for  people  to  make 
honey,  is  on  the  same  level  of  urgency  as  people  paying  $500,000 
on  a  boat  mortgage  so  they  can  fish. 

Mr.  Hall.  And  I  think  in  this  particular  case,  whatever  provides 
assistance  for  a  conservation  effort  rather  than  something  that  is 
detrimental  to  the  environment — so,  I  think  you  have  made  some 
very  good  points,  Senator.  And  we  will  be  fighting  very  hard  to  do 
whatever  we  can  to  make  sure  that  our  programs  are  responsive. 
I  think  the  programs  we  have  now  are  not  responsive  to  the  par- 
ticular problems  you  have  identified. 

Senator  Kerry.  Well,  I  want  to  come  back  to  some  of  the  other 
programs  and  see  what  ideas  we  might  be  able  to  develop  in  these 
areas.  I  was  reading  through  some  of  the  programs  the  other  day, 
includng  the  construction  program.  A  good  portion  of  them  are 
geared  toward  getting  people  into  the  fishing  industry,  which  is  ex- 
actly the  opposite  of  what  we  are  trying  to  do  right  now. 

Now,  some  people,  clearly  need  to  upgrade  their  old  boats,  and 
we  want  to  keep  them  in  the  industry.  We  do  not,  however,  want 
to  encourage  the  entry  of  new  people  into  the  industry  or  new  con- 
struction, and  we  need  to  look  at  that. 

I  will  let  Mr.  Mackie  and  Mr.  Hertzberg  have  a  chance  for  their 
openings,  and  then  we  will  come  back  again. 

Mr.  Mackie. 

STATEMENT  OF  PHILIP  MACKIE,  ASSISTANT  ADMINISTRATOR, 
COMMODITY  AND  MARKETING  PROGRAMS,  FOREIGN  AGRI- 
CULTURE SERVICE,  DEPARTMENT  OF  AGRICULTURE 

Mr.  Mackie.  Thank  you,  Mr.  Chairman.  I  enjoyed  your  transition 
there  to  agriculture.  I  am  going  to  try  to  bring  it  back  to  fish,  if 
you  do  not  mind,  and  talk  about  the  programs  that  the  Department 
has  to  support  the  commercial  fisheries  industries.  Most  of  those 
are  export  promotion  or  assistance  programs  which  are  adminis- 
tered by  the  Foreign  Agricultural  Service,  which  I  represent,  but 
we  also  have  some  programs  in  other  areas  that  I  will  mention  as 
I  go  through. 

USDA  export  promotion  and  assistance  programs  that  are  now 
available  to  the  commercial  fisheries  industry  include  the  Market 
Promotion  Program,  the  GSM  Credit  Guarantee  Program,  and  the 
Public  Law  480  program. 

The  products  of  aquaculture  operations  have  been  considered  eli- 
gible for  all  of  these  programs  for  a  number  of  years.  In  1984,  the 
Congress  specifically  authorized  the  inclusion  of  fish  in  the  Public 
Law  480  program,  and  any  export  programs  administered  by  the 
Commodity  Credit  Corporation,  without  regard  to  whether  the  fish 
were  harvested  in  aquaculture  operations. 

In  the  1990  Farm  Bill,  it  provided  that  fish  harvested  by  docu- 
mented U.S.  fishing  vessels  in  waters  that  are  not  waters  of  a  for- 
eign country  are  considered  to  be  a  U.S.  agricultural  commodity  for 
the  purposes  of  the  farm  legislation.  And  the  MPP  regulations. 
Market  Promotion  Program  regulations,  adopt  that  definition  for 
the  eligibility  offish  in  that  program. 
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Under  the  Market  Promotion  Program,  we  provide  funds  for  pri- 
vate sector,  overseas  market  development.  Funding  for  fish  and 
seafood  promotion  in  fiscal  year  1993  totals  about  $8  million. 

In  recent  years,  the  number  of  organizations  that  promote  U.S. 
wild  fish  exports,  as  well  as  the  variety  of  species  promoted,  has 
been  increasing.  Prior  to  1992,  the  program  was  mainly  limited  to 
Alaska  salmon.  Since  that  time,  the  species  promoted  have  ex- 
panded to  include  Pacific  crab,  surimi,  sablefish,  herring,  flatfish, 
and  on  the  Atlantic  side  squid,  mackerel,  dogfish,  blue  and  red 
crabs,  skate,  lobster,  mussels,  and  oysters. 

MPP  participants  that  promote  wild  fish  include  the  Alaska  Sea- 
food Marketing  Institute,  Southeastern  Fisheries  Association,  and 
the  United  States  Surimi  Commission.  Farm  raised  catfish  exports 
are  promoted  by  the  Catfish  Institute.  In  addition,  a  number  of  re- 
gional export  associations  participate  in  the  MPP  program  to  pro- 
mote a  wide  range  of  U.S.  food  products  including  fish. 

The  Alaska  Seafood  Marketing  Institute  activities  include  a  wide 
variety  of  print  media  advertisements,  in-store  promotions,  food 
service  promotions,  and  other  types  of  market  development  activi- 
ties primarily  for  salmon  and  crab  in  Japan  and  Korea,  Australia, 
and  several  countries  in  Europe. 

Southeastern  Fisheries  Association  activities  include  promotions 
and  market  research  for  squid  in  Japan  and  Spain.  The  United 
States  Surimi  Commission  began  this  year  with  some  research  and 
trade  relations  in  Japan. 

The  credit  programs — fish  and  fish  products  are  eligible  for  cov- 
erage under  the  programs,  but  to  date  no  country  has  expressed  in- 
terest in  establishing  a  credit  guarantee  line  for  fish.  We  do,  how- 
ever, continue  to  advise  eligible  countries  that  commercial  fish 
sales  are  covered  under  the  program. 

The  Public  Law  480  program — fish  are  eligible.  Atlantic  mackerel 
and  dogfish  are  on  the  availability  list  for  fiscal  1993.  But,  again, 
no  countries  have  expressed  interest  in  adding  fish. 

Senator  Kerry.  Why  is  that?  Do  you  have  any  idea? 

Mr.  Mackie.  Well,  sir,  I  think  under  the  Public  Law  480  pro- 
gram, first  of  all  the  commodities  have  to  be  determined  to  be  in 
surplus  in  the  United  States,  and  we  work  with  the  Department 
of  Commerce  to  make  that  determination.  These  two  fish  species 
have  been  made  eligible.  But,  the  Public  Law  480  program  is  a  food 
assistance  program.  It  goes  primarily  to  lower  income  countries, 
and  they  are  primarily  looking  at  getting  the  most  bang  for  their 
buck,  if  you  will,  in  terms  of  the  calories  that  can  be  supplied  for 
food  assistance.  And,  therefore,  it  is  primarily  a  grains  program. 

Senator  Kerry.  Does  that  mean  that  the  formula  may  need  to 
be  changed?  Is  there  something  that  might,  in  other  words,  not  pe- 
nalize them  in  terms  of  the  bang  for  the  buck  but  still  provide  fish? 
I  mean,  for  instance,  should  there  be  perhaps  an  additional  capac- 
ity of  the  Public  Law  480  that  permits  fish  outside  of  the  current 
allocation  for  grain? 

Mr.  Mackie.  Well,  both  the  credit  programs  and  the  Public  Law 
480  programs,  work  also  in  terms  of  what  the  countries  themselves 
have  a  demand  for,  what  they  desire.  And  the  progression  is  that 
initially  the  lowest  income  countries  that  cannot  afford  to  buv  com- 
mercially are  made  eligible  for  Public  Law  480  programs,  wnich  is 
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essentially  a  food  assistance;  a  concessional  sales  program.  These 
people  generally  want  basic  food  items. 

Now,  as  you  move  up  the  ladder,  with  the  commercial  credit  pro- 
grams, again,  that  is  kind  of  the  second  rung  countries,  if  you  will. 
Those  countries  are  that  a  little  further  up  the  economic  scale  but 
have  a  balance-of-payments  problem  or  problems  of  credit  availabil- 
ity. 

Even  again  here,  sir,  in  those  countries  we  have  not  had  an  in- 
terest in  fish  or,  I  might  say,  to  a  significant  extent  in  any  other 
of  the  more  processed  livestock  commodities.  For  example,  meats  or 
dairy  products.  But  it  is  available  to  them  if  they  so  wish. 

Senator  Kerry.  Fair  enough.  I  did  not  mean  to  interrupt  you. 

Mr.  Mackie.  In  addition  to  these  market  development  programs, 
we  are  now  becoming  involved  in  a  worldwide  program  of  market 
analysis  which  is  our  responsibility,  again,  under  the  farm  legisla- 
tion. We  are  developing  a  program,  an  information  program,  de- 
signed to  meet  the  industry's  needs,  to  support  specific  legislative 
requirements,  and  to  enable  us  to  manage  our  promotion  programs. 

We  are  instituting  a  plan  this  year  in  France  and  in  Japan.  We 
expect  to  begin  receiving  reports  on  market  situation  from  these. 

Senator  Kerry.  What  will  you  be  marketing? 

Mr.  Mackie.  We  will  be  looking  at  commodities  which  are  avail- 
able and  which  are  commercially  exported  from  this  country;  a 
wide  range  of  products.  And  we  will  also  expand  the  program  in 
the  next  year  to  a  wider  range  of  countries  which  we  view  as  mar- 
ket opportunities. 

Senator  Kerry.  How  will  you  do  that?  What  is  the  methodology? 

Mr.  Mackie.  We  do  it  through  our  network  of  attaches  around 
the  world,  where  we  have  about  70  overseas  posts  in  various  coun- 
tries. One  of  the  responsibilities  of  these  posts  has  traditionally 
been  to  provide  information  on  the  market  situation  in  their  coun- 
tries. We  have  a  regularly  developed  reporting  program  and  we  put 
the  information  out  in  various  publications. 

Senator  Kerry.  And  when  you  say  you  will  be  increasing  that, 
does  that  mean  that  there  is  an  increase  of  expenditure  for  that? 

Mr.  Mackie.  No,  sir,  it  does  not.  We  have  not  received  any  addi- 
tional funds  to  implement  this  program. 

Senator  Kerry.  So,  how  are  you  increasing  it? 

Mr.  Mackie.  Well,  we  absorb  and  we  twist.  It  is  a  direction  from 
the  Congress.  We  reallocate  our  resources. 

Senator  Kerry.  What  resources  are  being  reallocated? 

Mr.  Mackie.  Well,  in  the  past  year,  and  this  is  a  little  broader 
question,  but  because  of  the  budget  realities  in  the  Foreign  Agricul- 
tural Service  we  have  closed  about  five  overseas  posts,  brought 
some  of  those  people  home,  and  some  we  have  reallocated  to  coun- 
tries where  the  opportunities  are  greater. 

We  have  also,  in  the  Foreign  Agricultural  Service,  been  under  a 
hiring  freeze  since  last  October.  We  have  cut  our  staff  here  in 
Washington  by  about  25  positions  and  we  expect  that  to  continue. 
We  do  not  see  the  end  of  it. 

Senator  Kerry.  Well,  I  am  not  sure  I  can  reconcile  expanding  the 
effort  with  the  closures  and  the  staff  cuts.  That  does  not  seem  to 
me  to  be  sufficient  twisting,  and  what  was  the  other  term  you 
used? 
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Mr.  Mackie.  Well,  we  have  to  continually  adjust  our  resources, 
where  we  put  them,  our  staffing. 

Senator  Kerry.  So,  the  only  effort  that  is  increasing  the  foreign 
marketing  promotion  is  really  word  of  mouth  and  person-to-person. 
Is  that  correct? 

Mr.  Mackie.  No,  as  I  said  this  program,  which  I  was  just  dis- 
cussing now,  is  an  information  program,  a  statistical  base  program, 
if  you  will.  As  I  said  initially,  funding  under  the  Market  Promotion 
Program  is  $8  million  for  the  fisheries  industry  this  year.  This 
MPP  is  a  joint  program  with  the  private  trade  to  participate  in 
market  development  activities.  The  market  development  is  pri- 
marily handled  by  the  private  sector  with  our  support. 

Senator  Kerry.  How  much  is  it  for  other  industries  in  our  coun- 
try? How  much  is  it,  for  instance  for  beef? 

Mr.  Mackie.  Meat,  beef,  and  other  meat  products,  is  approxi- 
mately $10  million  this  year. 

Senator  Kerry.  $10  million. 

Mr.  Mackie.  Yes. 

Senator  Kerry.  And  for  grain? 

Mr.  Mackie.  For  grain  it  is  somewhat  less  than  that.  We  have 
about  60  organizations  that  participate  in  the  Market  Promotion 
Program  this  year.  The  funding  for  it  for  last  year,  the  allocation 
from  the  Congress  was  $147  million.  And  that,  coupled  with  some 
money  that  we  had  from  previous  years,  means  the  total  size  of  the 
program  was  about  $200  million  this  year. 

Senator  Kerry.  How  effective  do  you  think  that  is?  Is  there  any 
way  to  measure  what  you  get  for  that? 

Mr.  Mackie.  Well,  that  has  been  a  very  major  question,  sir, 
which  I  have  been  asked  before  up  here.  It  is  very  difficult  to  meas- 
ure a  direct,  one-for-one  impact  on  market  promotion  programs  or 
any  other  type  of  program  which  primarily  is  advertising  and  pub- 
lic relations. 

However,  we  can  say  that  the  bulk  of  this  program  has  been  con- 
centrated on  consumer  ready  and  higher  value  products  including 
fish.  The  value  of  exports  in  these  types  of  products  has  approxi- 
mately doubled  since  1985  when  the  program  was  instituted.  I  am 
not  in  any  way  taking  credit  for  that,  but  I  am  saying  that  the 
types  of  products  that  are  promoted  under  this  program  are  in- 
creasing in  terms  of  exports. 

Senator  Kerry.  I  will  come  back  in  a  few  seconds  on  another 
area.  Are  you  finished? 

Mr.  Mackie.  I  wanted  to  mention,  sir,  the  programs  under 
USDA's  Rural  Development  Administration.  We  have  two  or  three 
programs  there  that  are  primarily  aimed  at  business  development 
in  rural  areas  of  this  country. 

Again,  the  funding  for  these  programs  is  limited.  I  am  not  an  ex- 
pert in  that  area.  But  there  has  not,  to  my  knowledge,  been  any 
use  of  these  programs  made  by  the  commercial  fishing  industry,  al- 
though they  are  available  for  the  commercial  fishing  industry. 

And  I  would  also  point  out  that  for  the  Federal  feeding  programs, 
the  School  Lunch  Program  and  that  sort  of  thing,  the  Department 
does  purchase  fish  products,  primarily  tuna  and  canned  salmon. 

[The  prepared  statement  of  Mr.  Mackie  follows:] 
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Prepared  Statement  of  Philip  Mackie 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  have  this  oppor- 
tunity to  discuss  with  you  the  U.S.  Department  of  Agriculture's  support  for  the  com- 
mercial fisheries  industry.  My  testimony  today  will  focus  on  the  various  export  as- 
sistance programs  administered  by  our  agency,  the  Foreign  Agricultural  Service 
(FAS).  But  I  would  also  like  to  briefly  highlight  for  the  Committee  some  programs 
of  the  Rural  Development  Administration  (RDA)  that  may  have  potential  for  U.S. 
commercirl  fisheries  and  also  mention  that  the  Department  purchases  canned  salm- 
on and  tuna  and  frozen  catfish  portions  for  federal  feeding  programs. 

USDA  export  promotion  and  assistance  programs  now  available  to  the  commercial 
fisheries  industry  include  the  Market  Promotion  Program  (MPP),  the  GSM  Credit 
Guarantee  Programs,  and  the  P.L.  480  Program  which  extends  concessional  credit 
to  qualified  recipient  countries  to  purchase  U.S.  agricultural  products. 

The  products  of  acquacultural  operations  have  Deen  considered  eligible  to  partici- 
pate in  our  export  promotion  programs  for  a  number  of  years.  In  1984,  P.L.  98-623 
specifically  authorized  the  inclusion  of  fish  in  P.L.  480  and  any  export  programs  au- 
thorized by  the  Commodity  Credit  Corporation  Charter  Act  without  regard  to 
whether  the  fish  were  harvested  in  acquacultural  operations.  Section  102(7)  of  the 
Agricultural  Act  of  1978,  as  amended  in  1990  provides  that  fish  harvested  by  a  doc- 
umented fishing  vessel,  as  defined  in  Title  46,  United  States  Code,  in  waters  that 
are  not  waters  of  a  foreign  country  are  considered  as  a  "United  States  agricultural 
commodity"  for  purposes  of  that  Act.  The  MPP  regulations  adopt  this  dennition  for 
purposes  of  determining  which  fish  products  are  eligible  for  promotion  under  MPP. 

MARKET  PROMOTION  PROGRAM 

Under  the  MPP,  which  provides  funds  for  private  sector  overseas  market  develop- 
ment, funding  for  fish  and  seafood  promotion  in  fiscal  year  1993  totals  about  $8  mil- 
lion. In  recent  years,  the  number  of  organizations  which  promote  U.S.  wild  fish  ex- 
ports as  well  as  the  variety  of  species  covered  under  the  MPP  have  increased.  Prior 
to  fiscal  year  1992,  the  program  was  limited  mainly  to  wild  Alaskan  salmon  pro- 
motions. Since  that  time,  new  species  promoted  include:  Pacific  crab  species,  surimi 
(minced  fish  blocks  made  primarily  from  pollock),  sablefish,  herring  and  flatfish.  In 
addition,  Aflantic  species  that  are  promoted  generieally  include:  squid,  mackerel, 
dogfish.  Blue  and  Red  crabs,  skate,  lobster,  mussels,  and  oysters.  MPP  participants 
that  promote  wild  fish  include  the  Alaska  Seafood  Marketing  Institute  (ASMI),  the 
Southeastern  Fisheries  Association  (SFA),  and  the  United  States  Surimi  Commis- 
sion (USSC).  Farm-raised  catfish  exports  are  promoted  by  The  Catfish  Institute 
(TCI).  In  addition,  a  number  of  regional  export  associations  participate  in  the  MPP 
to  promote  a  wide  range  of  U.S.  food  products,  including  fish.  Their  activities  in- 
clude export  counseling,  trade  shows,  food  service  promotions,  and  other  generic  sea- 
food promotions. 

The  Alaska  Seafood  Marketing  Institute  has  $7,251,000  under  the  MPP  for  activi- 
ties that  include  a  variety  of  print  and  media  advertisements,  in-store  promotions, 
foodservice  promotions,  participation  in  trade  shows  and  trade  seminars,  public  rela- 
tions, and  other  activities.  ASMIpromotes  species  such  as  Pacific  salmon  and  crab 
in  Japan,  Korea,  Australia,  the  UK,  Ireland,  France  Italy,  and  the  Netherlands. 

The  Southeastern  Fisheries  Association  has  $141,000  to  help  with  its  promotion 
of  squid.  The  Association's  activities  include  trade  missions  and  reverse  trade  mis- 
sions for  Japan  and  Spain. 

The  United  States  Surimi  Commission  received  $110,000  to  help  fund  a  visit  of 
Japanese  users  of  surimi  to  the  United  States,  and  some  trade  service  and  research 
activities  in  Japan. 

For  its  market  research  in  France  and  Germany,  and  promotions  throughout  Eu- 
rope, the  Catfish  Institute  received  a  1993  MPP  allocation  of  $210,000. 

CREDIT  GUARANTEE  PROGRAMS 

Fish  and  fish  products  are  also  eligible  for  coverage  under  the  Department's  credit 
guarantee  programs  that  guarantee  repayment  of  loans  to  eligible  countries  that 
purchase  U.S.  farm  products.  To  date,  no  country  has  expressed  interest  in  estab- 
lishing a  credit  guarantee  line  for  fish.  We  do,  however,  continue  to  advise  eligible 
countries  that  commercial  fish  sales  are  covered  under  the  program. 

PUBUC  LAW  480 

Wild  fish  also  have  been  eligible  for  the  P.L.  480  Title  I  concessional  sales  pro- 
gram since  1984.  Atlantic  mackerel  and  dogfish  are  on  the  P.L.  480  docket  for  fiscal 
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1993,  but  to  date,  no  recipient  countries  have  expressed  interest  in  adding  fish  to 
their  Title  I  commodity  allocations. 

Requests  for  P.L.  480  fish  programming  are  initially  directed  to  the  Department 
of  Commerce's  National  Marine  Fisheries  Service  (NMFS).  As  the  U.S.  government's 
management  and  regulatoiy  agency  for  Marine  Fisheries,  NMFS  advises  USDA  if 
there  are  adequate  domestic  supplies  of  a  particular  species  to  meet  domestic  con- 
sumptions needs  and  normal  commercial  export  requirements.  Such  a  determination 
is  needed  before  a  product  can  be  eligible  for  P.L.  480  progranuning. 

In  addition  to  the  program  I  have  talked  about,  USDA  is  involved  in  worldwide 
fishery  market  analysis  to  serve  the  seafood  trade's  growing  interest  in  export  mar- 
ket opportunities.  FAS  undertakes  fundamental  information  gathering  functions  re- 
lated to  the  marketing  of  U.S.  agricultural  products  overseas.  This  information  is 
designed  to  meet  the  industry's  basic  needs,  support  specific  legislative  require- 
ments, and  enable  us  to  more  effectively  manage  our  promotional  programs. 

FAS  is  implementing  a  plan  to  require  comprehensive  seafood  commodity  report- 
ing by  our  overseas  attache  network.  This  will  result  in  biannual,  scheduled  reports 
on  the  international  market  situation  for  a  select  group  of  seafood  commodities  ex- 
ported to  key  U.S.  seafood  markets,  as  well  as  other  timely  voluntary  and  alert  re- 
ports. 

At  present,  15  commodity  groups  and  16  reporting  countries  have  been  identified. 
By  this  fall,  we  hope  to  have  our  first  seafood  reports  from  Japan  and  France.  Cur- 
rent plans  call  for  scheduled  seafood  reporting  in  other  targeted  countries  in  1994. 

In  determining  criteria  for  selection  of  reporting  countries  and  commodity 
groupings,  FAS  consulted  with  representatives  oi  the  U.S.  seafood  industiy,  the  De- 
partment of  Commerce,  and  others  to  ensure  that  FAS  reporting  is  complementary 
with  U.S.  government  reporting  standards,  additive  in  terms  of  clarifying  or  expand- 
ing reporting  beyond  what  is  currently  provided  by  the  U.S.  govemment,and  avoids 
duplications. 

FAS  activities  to  suppwrt  fish  exports  also  include  providing  information  to  export- 
ers on  foreign  trade  leads,  potential  importers,  and  sponsorship  of  trade  shows  in 
foreign  markets.  All  of  these  activities  have  been  implemented  without  an  increase 
in  FAS  resources. 

OTHER  AGENCIES 

In  addition  to  these  FAS  programs,  USDA's  Rural  Development  Administration 
(RDA)  also  has  several  programs  that  offer  potential  for  commercial  fisheries. 

RDA  business  and  industry  loan  guarantees  could  be  used  to  help  finance  the  pur- 
chase of  boats  and  equipment,  and  set  up  processing  plants.  Those  guarantees  are 
limited  to  individuals  and  business  entities  operating  in  communities  of  not  more 
than  50,000  people,  with  priority  given  to  communities  of  fewer  than  25,000. 

Community  facility  loans  and  loan  guarantees  could  be  used  to  help  finance  docks 
and  related  facilities  and  equipment  in  rural  areas  and  towns  of  20,000  or  fewer 
people.  Eligible  borrowers  include  local  governments,  special-purpose  districts,  In- 
dian tribes,  and  nonprofit  corporations. 

Rural  business  enterprise  grants  may  be  available  to  assist  public  bodies  and  non- 
profit corporations  in  financing  small  and  emerging  private  business  enterprises; 
this  could  include  fishing  op>erations.  These  enterprises  must  be  located  outside  the 
boundaries  of  a  city  of  50,000  or  more  and  its  immediately  adjacent  urbanized  area. 

Funding  for  these  programs  is  determined  each  year  by  congressionally-approved 
appropriations,  and  competitions  for  funding  is  always  strong.  Demand  usually  ex- 
ceeds the  amounts  available. 

This  concludes  my  testimony,  Mr.  Chairman.  I  would  be  glad  to  try  to  answer 
your  questions  and  those  of  the  Committee. 

Senator  Kerry.  Could  that  program  purchase  skate  and  dogfish? 

Mr.  Mackie.  I  cannot  answer  that.  I  could  get  additional  infor- 
mation. 

Senator  Kerry.  It  would  seem  to  me  that  if  you  are  going  to  be 
in  the  business  of  encouraging  underutilized  species  that  that  is  a 
great  place  to  have  an  automatic  market. 

Mr.  Mackie.  I  would  not  argue  with  you,  sir.  I  am  just  saying 
it  is  not  in  my  purview  of  knowledge. 

Senator  Kerry.  Well,  how  do  we  get  on  somebody's  radar?  I 
mean,  we  addressed  the  problem  last  year  when  we  required 
underutilized  species  efforts  in  the  Magnuson  Act.  It  seems  to  me 
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it  is  just  like  pollution  prevention  in  the  Government.  The  Govern- 
ment is  busy  requiring  all  the  private  sector  to  do  pollution  preven- 
tion and  this  is  the  first  year  we  have  got  around  to  doing  it  our- 
selves. 

If  we  are  going  to  talk  about  marketing  underutilized  species, 
there  are  countless  food  programs  around  this  country  where  we 
feed  elderly  and  we  feed  kids  in  school,  and  we  ought  to  be.  Why 
do  you  not  think  about  it  and  maybe  you  can  take  that  back  to  the 
layers  of  bureaucracy. 

Mr.  Mackie.  I  will  be  happy  to  take  it  back  for  you,  sir. 

Senator  Kerry.  Take  it  back  to  the  various  layers,  and  about  3 
years  from  now  it  might  surface. 

But  I  am  serious.  I  do  not  mean  to  make  a  joke  about  it.  I  really 
think  it  is  important  to  try  to  find  some  ways  to  energize  this, 
which  is  what  this  hearing  is  about.  If  we  are  spending  the  money 
anyway,  let  us  start  to  do  it  where  it  can  do  some  good.  It  is  also 
nutritious,  healthy  food. 

Mr.  Hertzberg. 

STATEMENT  OF  CHARLES  HERTZBERG,  ASSISTANT  ADMINIS- 
TRATOR  FOR  FINANCIAL  ASSISTANCE,  SMALL  BUSINESS  AD- 
MINISTRATION 

Mr.  Hertzberg.  Thank  you,  Mr.  Chairman. 

Our  Administrator,  Erskine  Bowles,  expressed  his  regret  that  he 
is  imable  to  be  here  today. 

Senator  Kerry.  Yes,  I  will  bet  he  is.  I  mean,  I  bet  he  is  regretful. 
[Laughter.] 

Mr.  Hertzberg.  I  think  he  is  meeting  with  the  Department  of 
Commerce  right  now. 

But  asked  that  I  represent  him  before  the  committee. 

Senator  Kerry.  We  are  glad  you  are  here. 

Mr.  Hertzberg.  I  am  pleased  to  appear  before  you  today  to  tes- 
tify on  the  programs  of  the  Small  Business  Administration  and  the 
role  the  agency  might  play  in  addressing  the  problems  of  the  com- 
mercial fishing  industry.  I  would  like  to  briefly  describe  the  rel- 
evant SBA  programs,  and  then  discuss  with  you  how  SBA  might 
be  of  assistance. 

SBA  has  two  programs  that  provide  loans  to  small  business  con- 
cerns, which  include  commercial  fishermen  and  customers  and  sup- 
pliers of  that  industry.  The  first  is  the  7(a)  Loan  Guaranty  Pro- 
gram. These  loans  are  made  by  private  lenders,  usually  banks,  and 
are  guaranteed  up  to  90  percent  by  the  SBA.  On  loans  exceeding 
$155,000,  the  maximum  guaranty  is  85  percent. 

SBA  can  usually  guarantee  up  to  $750,000  of  a  private  sector 
loan.  These  loans  can  be  used  for  working  capital,  machinery, 
equipment,  land,  and  buildings,  and  can  be  used  also  for  fishing 
boats  and  equipment. 

The  program  helps  the  lender  make  loans  that  do  not  fit  under 
normal  bank  rules,  and  is  particularly  helpful  in  cases  where  the 
business  is  a  startup,  the  loan  has  a  long  maturity  or  there  is  con- 
cern about  the  sufficiency  of  collateral.  The  lender  must  affirm  that 
it  would  not  make  the  loan  without  the  SBA  guaranty,  but  under 
our  lending  criteria,  the  business  must  demonstrate  to  SBA's  satis- 
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faction  that  it  can  repay  the  loan  from  the  cash-flow  of  the  busi- 
ness. 

The  other  program  I  wish  to  discuss  is  the  Certified  Development 
Company  Loan  Program,  which  provides  permanent  fixed  rate  fi- 
nancing for  businesses  needing  to  acquire  industrial  or  commercial 
buildings  and  to  buy  machinery  and  equipment.  Under  this  pro- 
gram, a  bank  or  other  private  lender  provides  50  percent  of  project 
cost  and  takes  a  first  lien  position — 40  percent  of  the  project  is  fi- 
nanced by  an  SBA  guaranteed  debenture,  and  has  a  second  lien  po- 
sition. The  small  business  itself  then  finances  the  remaining  10 
percent. 

A  network  of  400  certified  development  companies  serves  as  the 
program's  foundation.  They  are  nonprofit  organizations  sponsored 
by  private  interests  and  by  State  or  local  governments.  These 
CDC's  organize  the  financial  package  and  process,  close,  and  serv- 
ice the  loans. 

These  loans  offer  small  businesses  the  equivalent  of  corporate 
bond  financing.  They  provide  long  terms,  a  low-fixed  rate  on  the 
SBA  debenture  and  the  ability  to  hedge  interest  rate  risk,  as  well 
as  a  low-equity  injection — only  10  percent  of  the  project  cost. 

In  both  programs,  SBA  has  made  about  1,200  business  loans  over 
a  period  of  years  with  a  gross  amount  of  $89  million  in  Standard 
Industrial  Classification  091 — Commercial  Fishing. 

Two  points  I  think  that  are  important  in  understanding  the  SBA 
loan  programs.  The  first  is  that  SBA  cannot  make  a  loan  under  any 
program  in  the  absence  of  reasonable  assurance  that  repayment 
ability  exists.  And,  two,  the  current  demand  for  SBA's  limited  loan 
funds  is  at  an  all-time  high.  And  these  funds  are  made  available 
to  qualified  applicants  on  a  first-come,  first-served  basis. 

Mr.  Chairman,  as  you  may  know,  SBA's  7(a)  loan  funds  have 
been  exhausted  since  April  27.  A  supplemental  appropriation  bill, 
H.R.  2118,  that  included  $181  million  in  appropriations  that  would 
support  an  additional  $3.3  billion  in  7(a)  lending  authority  passed 
the  House  on  May  26.  That  bill  is  pending  in  the  Senate,  where 
its  outcome  is  uncertain. 

Another  SBA  program  that  can  play  a  role  in  addressing  the 
problems  of  the  industry  is  the  Small  Business  Development  Cen- 
ter Program.  SBDC's  link  the  resources  of  State  and  local  govern- 
ments with  the  resources  of  the  educational  community  and  the 
private  sector.  They  provide  counseling,  training,  technical,  and  re- 
search assistance  to  small  business  operations  and  management. 
They  are  located  in  all  50  States,  with  a  network  of  about  750 
subcenters. 

Mr.  Chairman,  I  believe  there  are  two  ways  in  which  SBA  can 
be  helpful  in  working  on  the  problems  of  the  commercial  fishing  in- 
dustry. The  first  is  through  the  programs  I  have  just  described. 
The  second  is  that  SBA  is  a  decentralized  area,  witn  a  network  of 
over  100  offices  around  the  country.  The  SBA  delivers  most  of  its 
services  through  these  offices  and,  as  a  result,  SBA  is  able  to  tailor 
its  programs  to  suit  the  needs  of  the  local  community. 

We  nave  participating  7(a)  lenders  and  certified  development 
companies  delivering  financial  services  throughout  New  England 
and  the  rest  of  the  country.  We  have  small  business  development 
centers  also  throughout  the  region.  SBA  is  ready  and  willing  to  en- 
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list  the  services  of  these  resources  to  work  with  the  fishing  indus- 
try and  with  State  and  local  and  regional  governments,  private  citi- 
zens, businesses,  universities,  Federal  agencies,  and  others  to  tack- 
le the  problems  and  to  increase  the  outreach  to  this  industry. 

We  are  not  experts  in  commercial  fishing,  but  the  SBA  and  its 
private  sector  partners  do  know  small  business  finance  and  man- 
agement. We  believe  that  these  programs  can  complement  those  of 
otner  organizations,  and  are  ready  and  willing  to  do  our  part. 

That  concludes  my  statement.  I  would  be  pleased  to  answer  any 
questions. 

[The  prepared  statement  of  Mr.  Hertzberg  follows:] 

Prepared  Statementt  of  Charles  R.  Hertzberg 

My  name  is  Charles  R.  Hertzberg.  I  am  the  Assistant  Administrator  for  Financial 
Assistance  at  the  Small  Business  Administration.  I  am  accompanied  by  Allan  Man- 
del,  the  Director  of  the  OfTice  of  Rural  Affairs  and  Economic  Development,  which 
runs  our  504  Certified  Development  Company  Loan  program. 

Our  Administrator,  Erskine  Bowles,  expressed  his  regret  that  he  is  unable  to  join 
you  today  but  asked  us  to  represent  him  before  your  committee. 

I  am  pleased  to  appear  before  you  today  to  testify  on  the  programs  of  the  U.S. 
Small  Business  Administration  and  the  role  the  agency  might  play  in  addressing 
the  problems  of  the  commercial  fishing  industry.  I  would  like  to  briefly  describe  the 
relevant  SBA  programs  and  then  discuss  with  you  how  the  SBA  might  be  of  assist- 
ance. 

SBA  programs 

7(a)  Loan  Guarantees.  SBA  has  two  programs  that  provide  loans  to  small  business 
concerns  which  include  commercial  fishermen  and  customers  and  suppliers  of  this 
industry.  The  first  is  the  7(a)  Loan  Guaranty  Program.  These  loans  are  made  by 
private  lenders,  usually  banks,  and  guaranteed  up  to  90  percent  by  the  SBA.  The 
maximum  guaranty  on  loans  exceeding  $155,000  is  85  percent.  SBA  can  generally 
guarantee  up  to  $750,000  of  a  private  sector  loan.  These  loans  can  be  used  for  work- 
ing capital,  machinery,  equipment,  land  and  buildings.  This  program  helps  the  lend- 
er make  loans  that  do  not  fit  under  normal  bank  rules  ana  is  particularly  helpful 
in  cases  where  the  business  is  a  startup,  the  loan  has  a  long  maturity,  or  there  is 
a  concern  about  the  sufficiency  of  collateral.  The  lender  must  affirm  that  it  would 
cot  make  the  loan  without  the  SBA  guaranty.  But  under  our  quality  lending  cri- 
teria, the  business  must  demonstrate  to  SBA's  satisfaction  that  it  can  repay  the  loan 
from  the  cash  flow  of  the  business. 

The  504  Loan  Program.  The  other  loan  program  I  wish  to  discuss  is  SBA's  Cer- 
tified Development  Company  (504)  Loan  Program,  which  provides  permanent  fixed 
rate  financing  for  businesses  needing  to  acquire  industrial  or  commercial  buildings, 
and  to  buy  machinery  and  equipment.  There  are  two  loans  in  each  project.  A  bank 
or  other  private  lender  provides  at  least  50  percent  of  project  cost  and  gets  a  first 
lien  position  on  all  collateral.  An  SBA  guaranteed  debenture  finances  40  percent  of 
the  project  and  has  a  second  lien  position.  The  small  business  finances  the  remain- 
ing 10  percent  of  project  cost. 

A  network  of  400  Certified  Development  Companies  is  the  program's  catalyst. 
They  are  non-profit  organizations  sponsored  by  private  interests  and  by  state  or 
local  governments.  CDC's  organize  the  financial  package  and  process,  close  and 
service  the  loans. 

These  loans  are  the  best  fixed  asset  financing  available  to  small  businesses.  They 
offer  small  businesses  the  equivalent  of  corporate  bond  financing.  They  provide  long 
terms,  a  low  fixed  rate  on  the  SBA  debenture,  the  ability  to  hedge  interest  rate  risk, 
and  a  low  equity  injection  -  only  10  percent  down. 

SBA  has  made  about  1,200  loans  with  a  gross  amount  of  $89  million  in  Standard 
Industrial  Classification  Code  091  --  Commercial  Fishing. 

Mr.  Chairman,  I  believe  two  points  are  critical  in  understanding  SBA's  loan  pro- 
grams: 

(1)  The  first  is  that  SBA  cannot  make  a  loan  under  any  program  in  the  absence 
of  reasonable  assurance  that  repayment  ability  exists;  and 

(2)The  current  demand  for  SBA's  limited  loan  funds  is  at  an  all  time  high,  and 
these  funds  are  made  available  to  qualified  applicants  on  a  first  come,  first  served 
basis. 
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Mr.  Chairman,  as  you  know,  the  SBA's  7(a)  loan  funds  have  been  exhausted  since 
April  27.  A  supplemental  appropriation  bill,  H.R.  2118,  that  included  $181  million 
in  appropriations  for  7(a)  that  would  support  an  additional  $3.3  billion  in  lending 
authority,  passed  the  House  on  May  26.  The  bill  is  f>ending  in  the  Senate  and  faces 
an  uncertain  future. 

Small  Business  Development  Centers.  Other  SBA  assets  that  can  play  a  role  in 
addressing  the  problems  of  the  industry  are  the  Small  Business  Development  Cen- 
ters. SBDCs  link  the  resources  of  Federal,  state  and  local  governments  with  the  re- 
sources of  the  educational  community  and  the  private  sector.  They  provide  counsel- 
ing, training  and  technical  and  research  assistance  in  small  business  operations  and 
management.  They  are  located  in  all  50  states,  with  a  network  of  about  750 
subcenters. 

DEX^ENTRALIZATION  AND  PRIVATE  SECTOR  PARTNERSHIPS  ARE  KEYS  TO  SBA  ASSISTANCE 

Mr.  Chairman,  I  believe  that  there  are  two  ways  in  which  the  SBAcan  be  helpful 
in  worising  on  the  problems  of  the  commercial  fishing  industry.  The  first  is  through 
the  programs  I  have  just  described.  The  second  is  that  SBA  is  a  decentralized  agen- 
cy, with  a  network  of  over  100  offices  all  around  the  country.  The  SBA  delivers  most 
of  its  services  through  these  offices,  and  as  a  result  SBA  is  able  to  tailor  its  pro- 
grams to  suit  the  needs  of  the  local  community.  For  example,  to  serve  the  New  Eng- 
land commercial  fishing  areas  we  have  District  offices  in  Boston,  Augusta,  and  Con- 
cord, New  Hampshire  and  a  separate  Regional  Office  in  Boston.  We  have  Certified 
Development  Companies  delivering  development  finance  services  throughout  New 
England.  And  we  have  Small  Business  Development  Centers  throughout  the  region. 
The  same  is  true  for  other  states  with  commercial  fishing  industries.  SBA  is  ready 
and  willing  to  enlist  the  services  of  all  of  these  resources  to  work  with  the  fishing 
industry,  and  with  state,  local,  and  regional  governments,  private  citizens,  business, 
universities,  Federal  agencies  and  others  to  tackle  this  problem  and  increase  our 
outreach  to  the  industry. 

We  are  not  experts  in  commercial  fishing.  But  the  SBA  and  its  private  sector  part- 
ners do  know  small  business  finance  and  management.  We  believe  that  these  assets 
can  complement  those  of  other  organizations  and  we  are  ready  and  willing  to  do  our 
part. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.  I  would  be  pleased  to  re- 
spond to  questions. 

Senator  Kerry.  Thank  you  very  much,  Mr.  Hertzberg. 

In  your  testimony,  you  talk  about  the  certified  development  com- 
panies, and  I  gather  you  have  made  about  1,200  loans,  worth  a 
total  of  $89  million? 

Mr.  Hertzberg.  In  the  commercial  fishing  industry;  correct. 

Senator  Kerry.  I  have  a  threshold  question,  which  is:  Do  you 
think  that  fishermen  are  broadly  aware  of  the  availability  of  SBA 
loans  and  the  ability  to  participate?  My  sense  is  they  are  not,  and 
I  wonder  what  you  think  about  that. 

Mr.  Hertzberg.  I  believe  they  are.  As  I  say,  we  have  made  1,200 
loans.  I  think  that  the  biggest  problem  I  see  is  where — if  there  is 
a  lack  of  fish,  if  the  industry  has  too  many  fishermen  and  it  would 
be  difficult  for  them  to  show  repayment  ability,  it  would  be  very 
difficult  for  them  to  access  the  program. 

Senator  Kerry.  Has  the  prohibition  on  duplication  affected  the 
availability  of  loans  for  fishermen? 

Mr.  Hertzberg.  Duplication?  Is  that  from  other  agencies? 

Senator  Kerry.  Well,  yes.  You  are  not  allowed  to  duplicate  ac- 
tivities by  other  agencies;  correct? 

Mr.  Hertzberg.  Correct. 

Senator  Kerry.  I  am  trying  to  find  ways  of  enhancing  our  ability 
to  get  through  this  crunch  period.  Clearly,  we  can  get  through  this. 
We  could  eliminate  this  crisis  if  we  can  deal  with  who  wants  to 
kind  of  get  out  of  the  industry,  versus  who  is  going  to  stay  in,  and 
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where  we  are  going  to  wind  up  at  the  end  of  this  conservation  pe- 
riod that  most  of  us  acknowledge  we  have  got  to  go  through. 

Mr.  Hertzberg.  I  do  not  think  that  the  duphcation  is  a  problem 
as  far  as  the  fishing  industry  is  concerned  at  this  point.  I  think 
that  if  somebody  does  want  to  get  out  and  wants  to  changes  its  op- 
eration and  has  a  viable  activity  to  go  to,  we  can  be  helpful.  I  think 
our  counseling  people  can  help  with  other  approaches  or  other  ac- 
tivities that  they  could  get  into. 

The  difficulty  would  be  in  the  absence  of  this  alternate  plan. 

Senator  Kerry.  Besides  the  504  program,  are  there  other  pro- 
grams that  you  can  point  to  where  you  have  helped  the  fishing  in- 
dustry? 

Mr.  Hertzberg.  Well,  I  think  that  the  primary  program  that 
would  be  of  help  is  our  basic  7(a)  program,  once  we  are  refunded. 
That  is  one  that  does  a  number  of  things. 

The  504  program  generally  provides  bricks  and  mortar,  as  well 
as,  in  some  cases,  machinery  and  equipment. 

Senator  Kerry.  Now,  you  have  a  program  that  provides  money 
for  guaranteed  loans  for  the  planning  and  design  and  construction 
of  pollution  control  equipment;  correct? 

Mr.  Hertzberg.  Correct.  That  has  a  dollar  limit  of  $1  million. 

Senator  Kerry.  OK.  One  of  the  greatest  restraints  on  mackerel 
and  other  species — dogfish,  for  instance,  has  been  the  whole  ques- 
tion of  waste  processing  capacity.  We  need  new  plants,  et  cetera. 
Would  that  loan  program  be  available  for  state-of-the-art  tech- 
nology processing  plants? 

Mr.  Hertzberg.  It  certainly  would. 

Senator  Kerry.  It  would? 

Mr.  Hertzberg.  It  would. 

Senator  Kerry.  You  are  positive  of  that? 

Mr.  Hertzberg.  Yes. 

Senator  Kerry.  So  that  would  be  an  additional  way  of  trying  to 
deal  with  this  underutilized  species  portion? 

Mr.  Hertzberg.  I  do  not  know  what  it  would  do  about  the 
underutilized  species,  but,  certainly,  if  the 

Senator  Kerry.  Well,  one  of  the  reasons  we  do  not  fish  them  as 
much  is  we  cannot  process  them  right  now. 

Mr.  Hertzberg.  I  see. 

Senator  Kerry.  We  need  the  processing  technology  to  deal  with 
their  particular  problems,  and  that  means  expenditures  for  new 
plants.  If  we  could  help  in  providing  those  plants,  that  would  be 
an  incentive  for  people  to  bring  them  in. 

Mr.  Hertzberg.  That  program  could  be  used,  and  it  would  be  eli- 
gible for  that  provided  the  technology  would  be  sufficient  to  cure 
the  problem. 

Senator  Kerry.  Are  there  any  other  programs  that  come  to  your 
mind,  given  this  predicament  that  we  have?  Do  you  foresee  any 
way  of  restructuring  any  SB  A  program  in  a  way  that  might  be 
helpful  for  dealing  with  the  crisis  we  are  facing  in  the  fishing  in- 
dustry, particularly  in  New  England? 

Mr.  Hertzberg.  I  do  not  at  this  time.  I  think  that  the  best  thing 
we  can  do  is — the  most  flexible  program  we  have  is  the  counseling 
program.  That  can  assist  in  perhaps  in  identifying  other  activities. 


23 

Senator  Kerry.  Could  we  put  together  some  kind  of  special  out- 
reach effort  of  this  counseling  program?  Do  you  ever  do  that? 

Mr.  Hertzberg.  It  is  certainly  possible.  That  would  be  done  nor- 
mally. 

Senator  Kerry.  Maybe  target  the  industry. 

For  instance,  perhaps  review  these  programs  and  a  call  a  meet- 
ing in  New  Bedford,  in  Fall  River,  in  Gloucester,  Alaska,  Louisiana, 
Oregon,  wherever  these  problems  are  being  confronted,  and  reach 
out  to  those  folks,  reviewing  the  available  options.  Put  your  heads 
together  proactively  to  see  if  we  cannot  come  up  with  some 
schemes. 

Mr.  Hertzberg.  That  certainly  would  be  possible.  That  would  be 
carried  on  by  our  district  and  regional  office  levels.  I  think  that  in 
Boston,  in  particular,  our  senior  financial  person  there  is  someone 
that  is  familiar  with  the  fishing  industry,  having  been  employed 
previously  with  the  Bureau  of  Fisheries. 

Senator  KERRY.  Mr.  Hall,  last  year,  we  enacted  the  Northwest 
Atlantic  Ocean  Fisheries  Reinvestment  Program,  partly  in  response 
to  this  crisis.  I  understand  a  draft  of  the  National  Marine  Fisheries 
Service  proposal  suggests  a  number  of  ways,  including  direct  loans, 
loan  guarantees,  operating  subsidies,  and  vessel  buyback  programs 
as  ways  of  trying  to  deal  with  this  issue. 

Can  you  give  me  any  sense  of  what  progress  has  been  made  with 
this  drafl  proposal? 

Mr.  Hall.  Senator,  at  this  point,  we  are  still  evaluating  this.  We 
do  not  have  a  full  understanding  of  what  the  financial  impact 
would  be.  And  we  do  not  have  a  proposal  that  is  on  the  table  at 
this  point. 

Senator  Kerry.  Well,  I  think  there  is  a  draft  proposal. 

Mr.  Hall.  There  is  a  draft  that  has  been  circulated  to  solicit 
ideas  from  the  various  councils,  from  the  regional  councils,  and  it 
was  circulated  at  a  recent  meeting  of  the  council  chairman.  But  in 
terms  of  proposal  that  has  been  put  forward  to  the  administration, 
we  do  not  have  that. 

Senator  Kerry.  Well,  what  would  you  say  is  the  status  of  the 
draft? 

Mr.  Hall.  It  is  at  the  very  preliminary  stage.  That  particular 
draft  had  no  financial  numbers  at  all,  in  terms  of  what  the  cost 
might  be  or  what  the  payback  would  be.  I  mean,  in  looking  at  the 
experience  that  we  have  had,  if  you  look  at  the  Canadian  program 
in  British  Columbia  in  the  late  1960's,  that  was  a  program  that 
came  close  to  paying  for  itself.  And  we  are  hopeful  that  that  will 
be  the  situation  in  this  case.  But  we  do  not  know  that  at  this  point. 

Senator  Kerry.  Is  there  any  timetable  for  this? 

Mr.  Hall.  We  are  moving  forward.  It  is  a  very  high  priority  for 
us.  But  we  want  to  look  at  this  and  see  what  the  numbers  show 
and  what  the  financial  impact  would  be.  As  you  know,  we  are 
under  severe  budgetary  constraints,  and  it  is  very  difficult  to  make 
commitments  in  this  particular  atmosphere. 

Senator  Kerry.  Can  you  give  us  a  sense,  perhaps,  of  what  your 
vision  would  be  of  the  successful  elements  of  a  plan?  What  are  you 
folks  trying  to  frame  this  around?  What  are  the  operating  prin- 
ciples and  approaches  to  this? 
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Mr.  Hall.  Well,  I  think  you  have  to  tie  the  fishing  restrictions 
to  some  program  to  get  the  fishermen  through  a  very  difficult  pe- 
riod. And  then,  during  that  period,  there  will  be  some  people  who 
will  get  out  of  the  fishing  industry.  In  the  long  term,  we  have  to 
have  less  pressure  on  these  stocks.  And  so  it  would  either  be 
through  a  vessel  buyback  program,  it  could  be  through  loans,  short- 
term  loans,  to  provide  assistance  in  a  short-term  period.  But,  as  I 
said,  some  of  these  stocks  may  end  up  taking  10  years  to  come 
back.  We  are  talking  about  a  very  long  period  for  some  of  the 
longer  lived  stocks.  But  those  are  the  key  things. 

We  would  also  like  to  see  if  it  would  pay  for  itself.  And  we  view 
it  on  a  net  present  value  basis. 

Senator  Kerry.  Right. 

Mr.  Hall.  As  we  look  at  these  programs,  we  believe  there  is  an 
extra  $2.9  billion  in  the  industry  that  we  could  recoup  in  additional 
profits  that  could  come  into  the  economy.  And  we  need  to  take  a 
portion  of  that  to  pay  for  this  program. 

Senator  Kerry.  Sure. 

Well,  I  would  like  to  recommend,  it  seems  to  me  to  be  urgent 
enough  that  you  should  really  try  to  set  a  time  line  and  put  it  on 
a  short  deadline.  I  think  it  is  really  that  urgent.  I  know  that  deep 
in  the  comers  of  some  people's  minds,  there  may  be  a  benefit  to 
just  having  the  marketplace  work  some  of  this  out  and  some  people 
may  fold.  But  I  think  there  is,  you  know,  a  downside  and  a  cruelty 
to  that.  And  it  certainly  would  create  a  much  tougher  atmosphere 
within  which  you  need  to  work,  obviously,  as  you  proceed  with  im- 
plementing new  conservation  and  management  measures. 

It  is  going  to  be  a  lot  harder  to  get  everybody  to  cooperate  if  they 
feel  that  the  economic  issues  are  sort  of  sliding  by,  rather  than  on 
the  front  burner. 

Mr.  Hall.  Yes.  Well,  it  is  a  very  high  priority  for  us,  and  we  un- 
derstand the  critical  nature  of  this. 

Senator  Kerry.  Well,  I  appreciate  that,  and  obviously  we  will  try 
to  stay  in  touch  on  it  and  see  if  we  can  do  it.  I  know  that  there 
are  obviously  some  restraints  financially,  but  I  just  think,  given 
some  of  the  other  things  we  are  doing,  that  this  maintains  a  high 
priority. 

Another  problem  that  I  want  to  bring  up  to  you  is,  over  the 
course  of  the  last  12  fiscal  years,  beginning  back  in  1981,  there  has 
been  a  repeated  proposal  through  the  Reagan  and  Bush  adminis- 
trations to  terminate  the  Saltonstall-Kennedy  grant  program.  And 
now  we  see  that  the  first  budget  from  the  President  again  wants 
to  end  the  Saltonstall-Kennedy  grant  program.  I  am  just  curious 
what  the  rationale  is,  given  the  other  problems  we  have,  for  termi- 
nating a  grant  program  that  seems  to  be  trying  to  develop  markets 
and  do  the  things  that  we  are  talking  about. 

Mr.  Hall.  Senator,  as  you  probably  know,  I  was  not  here  when 
that  budget  was  formulated,  but,  you  know,  the  administration  has 
requested  no  funding.  And  I  think  it  is  a  very  difficult  financial 
time.  I  do  not  think  it  is  an  indication  of  a  belief  that  this  program 
is  not  worthwhile,  but  difficult  choices  had  to  be  made.  And  it  is 
a  program  that  has  provided  some  significant  benefits  in  the  past, 
but,  right  now,  the  administration  did  not  feel  it  could  include  that 
in  its  budget  for  this  year. 
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Senator  Kerry.  What  do  you  think  the  meaning  of  that  is  in 
terms  of  the  grant  program?  I  mean  is  it  gone,  effectively? 

Mr.  Hall.  The  history  has  been  tnat  the  program  has  been  rein- 
stated by  Congress  each  year  for — I  am  not  sure — I  guess  for  all 
years  except  for  one  in  the  last  12  years.  So,  it  is  not  clear  to  me 
what  will  happen  up  on  the  Hill.  Whatever  happens,  we  will  do 
our — whatever  is  decided  by  the  appropriations  committee,  we  will 
follow  that  direction. 

Senator  Kerry.  It  just  seems  like  a  very  contradictory  message, 
as  well  as  a  difficult  way  for  people  to  plan  intelligently. 

Mr.  Hall.  That  is  correct,  Senator. 

Senator  Kerry.  For  12  years  Congress  has  repeatedly  put  it  in 
under  Republican  administrations.  Now,  with  a  Democratic  admin- 
istration that  is  committed  to  these  things,  we  are  again  going  to 
rely  on  Congress  to  put  it  in  again.  It  seems  to  me  you  would  be 
as  well  off"  budgeting  the  thing  and  proceeding  forward  with  letting 
people  know  we  are  serious,  rather  than  going  through  this  proc- 
ess. It  is  very  hard  to  administer  a  competent  grant  program  if  it 
is  always  start  and  stop. 

Mr.  Hall.  Senator,  there  are  a  lot  of  things  that  were  not  in- 
cluded in  the  fiscal  year  1994  budget  that  were  very  worthwhile 
programs.  And  it  was  a  very  difficult  budget  situation.  I  think  a  lot 
of  things  were  cut  at  the  very  last  moment.  So,  I  think  it  is  just 
that  some  tough  decisions  were  made. 

Senator  Kerry.  Well,  let  me  ask  you,  on  the  FOG  program,  is  the 
moratorium  on  the  new  loan  guarantees  still  in  effect? 

Mr.  Hall.  No,  we  are  now  processing  a  total  of  nine  loan  guaran- 
tees. And  we  anticipate  that  we  will  commit  the  full  $47  million  be- 
fore the  end  of  this  year.  As  you  know,  we  have  tried  to  redirect 
that  program.  Originally,  that  program  was  designed  to  get  people 
into  the  fishing  industry. 

Senator  Kerry.  Right. 

Mr.  Hall.  And  that  really  does  not  make  sense  at  this  point.  It 
can  provide  some  financial  benefits,  particularly  as  we  stretch  out 
loan  payments  over  a  longer  period  of  time  and  lower  the  interest 
rates,  given  the  current  market  conditions.  So,  it  can  provide  some 
benefits. 

Senator  Kerry.  Do  you  see  a  way  to  apply  that  program  to  the 
predicament  that  we  have  been  discussing? 

Mr.  Hall.  I  think  that  it  can  help  in  terms  of  lowering  the  finan- 
cial obligations  of  fishermen.  And  stretching  them  out  over  a  long 
period  of  time  so  that  the  cyclical  nature  of  the  fishing  industry 
does  not  have  as  significant  an  impact.  But,  as  I  say,  this  program, 
as  it  is  currently  constituted,  is  designed  for  financially  .secure  fish- 
ermen. They  must  be  very  creditworthy. 

This  program  has  been  self-sustaining,  if  you  take  out  the  admin- 
istrative costs  over  the  years.  So,  you  can  see  that  this  is  not  a  pro- 
gram that  is  geared  toward  people  in  financial  distress. 

Senator  Kerry.  I  take  it  then,  it  does  not  quite  generate  enough 
cash-flow  to  offset  the  administrative  costs? 

Mr.  Hall.  The  program  does  generate  enough  income  to  offset 
administrative  expenses.  Over  the  history  of  the  program  it  has  not 
covered  both  administrative  and  credit  losses. 

Senator  Kerry.  It  is  just  shy  of  that. 
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Mr.  Hall.  In  the  history  of  the  program,  it  is  about  a  $7  milHon 
dencit. 

Senator  Kerry.  Now,  one  of  the  complaints  we  are  going  to  hear 
from  fishermen  is  that  the  industry  is  overcapitaUzed  with  too 
many  boats  and  too  many  people.  The  result  of  pulling  back  on  that 
capitalization,  however,  apparently  creates  a  problem  for  our  fish- 
ermen who  want  to  regear  in  order  to  go  after  alternative  fisheries 
or  develop  processing  methods  for  new  species  or  whatever. 

It  would  seem  to  me  that  many  of  these  fishermen  say,  "Look, 
you  know,  I  would  much  rather  have  a  loan  and  be  working  and 
pay  back  the  loan  in  an  area  where  I  can,  than  to  be  just  taking 
some  kind  of  subsistence."  And  it  seems  to  be  a  better  principle 
anyway,  and  easier  to  pass  through  here. 

Is  there  not  some  way  or  some  change  we  could  put  into  these 
current  programs  that  might  make  it  easier  for  our  folks  to  get  the 
financing  they  need  to  make  those  changes  so  they  can  be  working 
and  actually  paving  back  a  loan? 

Mr.  Hall.  I  believe  the  FOG  program  provides  some  of  that  at 
this  point.  It  is  mostly  for  refinancings  and  aquaculture  at  this 
point,  but  I  think  there  is.  But  we  need  to  look  at  that.  And  if  that 
can  be  done  through  regulation  before  the  end  of  the  year,  then 
that  is  certainly  something  that  has  merit. 

Senator  Kerry.  It  is  mv  understanding,  and  you  may  not  be 
aware  of  this,  Doug,  but  the  Appropriations  Committee  requested 
a  report  on  just  that  sort  of  issue.  What  changes  could  we  make? 
How  can  we  do  this?  You  might  check  on  the  status  of  that,  be- 
cause, I  think  there  has  been  some  time  down  there  for  people  to 
be  examining  it. 

So,  I  would  think,  since  we  are  just  about  at  the  go-round  here, 
they  may  be  ready  to  produce  something,  and  we  might  be  able  to 
implement  it. 

Mr.  Hall.  Yes,  sir. 

Senator  Kerry.  Now,  Mr.  Mackie,  do  vou  see  an  outlet  for  a  cer- 
tain amount  of  market  promotion  and  do  you  have  any  other  sug- 
gestion to  assist  in  market  expansion? 

Mr.  Mackie.  I  think.  Senator,  as  far  as  the  Department  of  Agri- 
culture's programs  are  concerned,  we  have  a  rather  broad  array  of 
programs,  as  I  described  earlier.  Fish  are  eligible  for  all  of  these 
programs.  I  think  we  are  working  with  the  industry  to  make  sure 
that  they  are  aware  of  these  programs.  And  I  think  where  we  have 
a  bit  of  a  history,  there  has  been  good  participation  by  the  industry 
and  they  seem  to  like  it. 

But  many  of  the  newer  species,  other  than  the  Alaska  salmon, 
have  just  come  into  the  program  or  are  now  coming  into  the  pro- 
gram in  the  last  year  or  two.  So,  I  would  not  be  surprised  to  see 
a  significant  increase  in  interest  and  participation  in  the  next  few 
years. 

Senator  Kerry.  Now,  you  are  familiar  with  the  Export  Enhance- 
ment Program;  right? 

Mr.  Mackie.  Yes,  sir. 

Senator  Kerry.  Recently,  an  article  appeared  showing  the  Rus- 
sians dumping  inexpensive  cod  into  our  market  and  the  world  mar- 
ket, and  apparently  other  products  are  soon  to  come — crab,  pollack 
some,  and  so  forth.  Question:  That  is  an  unfair  trade  practice;  can 
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the  Export  Enhancement  Program  challenge  this  dumping  or  pro- 
vide some  recourse  to  our  fishermen?  Because  obviously  it  impacts 
them  significantly. 

Mr.  Mackie.  Certainly,  the  facilities  of  the  Export  Enhancement 
Program  would  be  available  to  fish,  just  as  any  other  agricultural 
commodity.  I  think  that  that  is  a  possibility.  I  am  not  aware  that 
we  have  ever  looked  at  applying  it  in  terms  of  the  fisheries  indus- 
try. 

Senator  Kerry.  But  would  you  be  willing  to  try  to  look  at  that? 

Mr.  Mackee.  We  would  be  happy  to. 

Senator  Kerry.  I  think  it  is  worth,  again,  fighting  at  each  angle 
that  you  can  here,  and  that  is  another  one  to  try  to  leverage.  Yet 
another  would  be  a  relief  program  patterned  on  those  of  the  Agri- 
culture Department.  The  Department  was  authorized  by  Congress 
to  provide  grants  to  financially  stressed  and  displaced  farmers  dur- 
ing the  mid  1980's.  I  wonder  if  you  could  tell  us,  were  those  pro- 
grams effective  in  helping  farmers  through  the  farm  crisis? 

Mr.  Mackie.  Senator,  I  am  not  really  familiar  with  those  pro- 
grams. I  do  not  think  I  am  competent  to  comment  on  that. 

Senator  Kerry.  Well,  would  you  do  me  a  favor,  perhaps,  Doug, 
and,  Mr.  Mackie,  if  you  would  take  a  look  at  the  question  of  the 
model  that  might  be  provided  by  the  section  1440  of  the  1985  farm 
bill,  and  also  the  cooperative  extension  programs  under  the  1987 
Rural  Crisis  Recovery  Program  Act.  Both  of  those  provided  emer- 
gency responses  to  the  farm  crisis.  And  the  question  is  whether  or 
not  those  are  not  appropriate  models  for  a  response  to  the  fish  cri- 
sis. 

I  ask  the  question;  I  do  not  know.  But  it  does  strike  me  as  cer- 
tainly being  an  interesting  avenue  of  pursuit. 

Mr.  Mackie.  Yes,  sir. 

Senator  Kerry.  I  would  really  appreciate  that.  Gentlemen, 
thanks  a  lot.  I  appreciate  it.  Let  me  iust  say  again,  look,  I  know, 
Mr.  Hall,  particularly,  this  is  a  new  ball  game  down  there,  but  I 
think  it  is  awfully  important.  There  are  a  lot  of  things  on  the  table. 
But  if  you  could  focus  on  this  with  the  urgency  that  we  request 
today,  I  think  it  would  be  really  helpful  to  our  people. 

Most  importantly,  I  think  you  will  find  a  very  cooperative  atti- 
tude. There  has  been  some  real  tough  talking  going  on  among  fish- 
ermen who  recognize  they  have  got  a  problem  out  there.  And  they 
are  really  just  asking  to  be  treated  fairly  and  sensitively.  People 
know  some  folks  are  going  to  get  hurt.  But  we  would  like  to  try 
to  join  in  an  effort  to  find  the  way  to  minimize  the  negative  impact 
and  maximize  the  joint  effort  to  mitigate.  And  I  think  the  people 
at  NOAA  and  NMFS  really  hold  the  key  to  resolving  this  problem. 

Mr.  Hall.  Well,  Senator,  we  think  this  problem  can  only  be  dealt 
with  through  a  cooperative  effort  that  involves  the  industry  and 
Congress  and  NOAA  and  NMFS,  and  we  are  going  to  work  with 
you  on  this  effort. 

Senator  Kerry.  I  appreciate  it. 

Thanks  very  much.  Thanks  for  being  here  this  morning.  If  we 
could  move  to  our  second  panel,  I  would  appreciate  it. 

I  just  warn  you,  we  are  going  to  have  to  back-to-back  votes  in 
about  15  minutes,  so  if  we  could  burn  through  the  opening  state- 
ments, then  I  can  get  back  for  the  questions  and  answers. 


28 

And  let  me  just  say,  the  record  will  be  left  open  for  any  questions 
by  colleagues. 

We  welcome  Rodney  Avila,  who  is  the  owner  of  the  fishing  vessel 
Trident  out  of  Mattapoisett;  Barney  White,  vice  president  for  cor- 
porate affairs  of  the  Zapata  Corp.  from  Houston,  TX;  Budim  Walsh, 
testifying  on  behalf  of  the  United  States  Tuna  Foundation  in  San 
Diego;  and  Jerry  Leape,  the  legislative  director  of  Greenpeace. 

Thank  you  all  for  being  here.  We  appreciate  it. 

Why  do  we  not  start  with  Mr.  Avila  and  then  go  to  Mr.  White, 
Mr.  Walsh,  and  Mr.  Leape. 

STATEMENT  OF  RODNEY  M.  AVILA,  NEW  BEDFORD,  MA, 

FISHERMAN 

Mr.  Avila.  Thank  you,  Mr.  Chairman  and  members  of  this  com- 
mittee. My  name  is  Rodney  Avila.  I  have  been  a  fisherman  since 
I  was  13.  I  fish  out  of  the  Port  of  New  Bedford,  where  I  serve  as 
a  director  of  the  New  Bedford  Seafood  Co-Op.  I  fish  on  the  fishing 
vessel  Trident,  which  I  bought  in  1968.  I  also  am  a  partner  in  the 
fishing  vessel  Seven  Seas.  I  have  fished  for  groundfish,  swordfish, 
squid,  butterfish,  and  fluke. 

I  am  third  generation  of  a  fishing  family  of  full-time  fishermen. 
My  son  works  with  me  on  the  fishing  vessel  Trident.  Fishing  is  the 
way  I  earn  my  living.  It  is  my  family's  way  of  life. 

I  am  aware  that  in  New  England  the  stocks  of  groundfish  are  de- 
pleted. Believe  me,  while  I  am  not  a  fishery  scientist,  I  know  that 
conditions  of  the  stocks  require  we  cut  back  significantly.  We  want 
the  fisheries  to  pass  on  to  our  kids.  I  am  willing  to  do  this.  In  the 
meantime,  I  have  to  survive.  Otherwise,  there  is  nothing  to  pass 
on. 

I  have  heard  people  say  that  we  should  get  into  underutilized 
species.  I  am  more  willing  than  most  to  try  something  new.  But  so- 
called  underutilized  species  are  not  so  underutilized  any  more. 
Monkfish  landings  have  increased  dramatically.  And  now  tnere  are 
indications  that  the  resource  needs  protection.  Squid,  butterfish, 
skates,  and  whiting  provide  employment  for  some,  but  certainly 
cannot  take  the  pressure  of  new  vessels  that  will  be  forced  away 
from  scallops  and  groundfish.  Dogfish  is  the  same,  and  converting 
to  offshore  processing  could  cost  $20,000. 

About  the  only  fisheries  that  are  plentiful  is  mackerel,  but  there 
is  no  market  for  mackerel  at  present.  Underutilized  species  alone 
will  not  provide  us  with  an  answer  on  how  to  finance  the  cost  of 
conservation. 

The  cost  of  conservation  will  be  high,  and  we  know  that  there  are 
too  many  boats  chasing  too  few  fish.  The  Federal  Grovernment  must 
take  some  responsibility,  because  they  made  it  so  easy  to  build  new 
boats.  While  the  answer  may  seem  easy — reducing  the  number  of 
boats — each  vessel  represents  the  life's  investment  by  a  fisherman 
and  a  job  for  members  of  his  crew.  We  just  cannot  cast  these  people 
aside. 

Conservation  plans  impose  many  costs  on  fishermen.  We  must 
cut  in  half  the  number  of  days  we  fish.  How  would  anyone  like  to 
be  told  he  could  only  earn  money  half  the  days  he  is  used  to?  We 
must  invest  in  new  gear.  For  instance,  scallopers  will  be  required 
to   install    electronic   tracking   systems   that   could   cost   between 
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$5,000  and  $10,000.  And  then  you  get  the  Federal  screw-up  like 
the  recent  action  by  NMFS  to  close  a  part  of  Georges  Bank  without 
any  warning  2  days  after  it  has  opened  it.  That  cost  fishermen  sev- 
eral days  of  steaming,  and  the  vessels  were  not  the  only  things 
steaming. 

We  also  know  that  in  the  President's  plan  to  reduce  the  deficit 
will  be  a  Btu  tax.  That  may  only  impose  a  small  cost  on  the  aver- 
age family,  but  to  the  average  fisherman  who  shoulders  the  cost  of 
fuel  it  will  cost  $1,600  or  6.4  percent  of  his  pay.  And  that  added 
cost  does  not  even  buy  any  conservation.  We  are  grateful  to  this 
committee.  You  personally,  Mr.  Chairman,  worked  hard  last  year 
to  address  the  problem  of  financing  the  cost  of  conservation. 

We  think  the  Saltonstall-Kennedy  grants  could  be  helpful  to  fish- 
ermen in  a  number  of  ways,  and  we  are  disturbed  that  at  a  time 
when  they  are  most  needed  that  they  are  eliminated  from  the 
President's  budget.  We  hope  that  you  will  restore  them  to  a  level 
of  $6  million  or  more.  Even  that  is  a  small  number  compared  to 
the  revenue  stream  that  was  established  to  fund  these  grants  so 
many  years  ago. 

We  ask  you  to  urge  the  Commerce  Department  to  release  the  S- 
K  solicitation  notice  they  are  holding.  We  also  suggest  that  you  add 
a  requirement  that  a  certain  percentage  of  S-K  funding  must  be 
used  in  direct  contracts  with  fishing  vessels.  More  and  more  money 
is  going  to  academic  institutions.  Fishermen  do  not  even  get  to  par- 
ticipate or,  in  most  cases,  learn  the  results  of  these  studies. 

I  would  like  to  submit  for  the  record  that  we  are  developing  a 
plan  in  New  Bedford  for  a  Fisheries  Economic  Assistance  Program. 
John  Bullard  at  the  co-op  convened  about  25  fishermen  from  New 
Bedford  who  developed  their  own  ideas  on  how  to  finance  fishery 
conservation.  We  know  that  NMFS  is  developing  a  plan  as  well, 
and  at  some  point  it  would  be  useful  to  get  together,  because  a 
number  of  the  ideas  are  similar. 

Our  plan  includes  retraining  and  vessel  buybacks  for  those  who 
will  be  forced  out  of  the  fishery  as  it  downsizes.  It  includes  pro- 
grams that  will  increase  scientific  data  as  it  provides  some  addi- 
tional income  to  working  fishermen.  There  is  no  question  in  my 
mind  that  a  program  of  this  nature  could  be  financed  by  the  indus- 
try when  the  industry  regains  its  health. 

We  are  not  looking  for  a  subsidy  even  though  you  subsidize  other 
food  producers.  We  are  not  looking  for  a  handout  like  Canada  pro- 
vided the  fishermen  that  it  forced  to  tie  up.  We  are  looking  for  a 
program  that  will  allow  the  industry  in  the  future,  when  the  stocks 
are  healthier  and  there  are  fewer  fishermen  making  more  money, 
to  finance  the  considerable  sacrifice  that  we  will  have  to  make 
today. 

Thank  you  very  much  for  your  time  and  attention. 

[The  prepared  statement  of  Mr.  Avila  follows:] 

Prepared  Statement  of  Rodney  M.  Avila 

My  name  is  Rodney  Avila  and  I  have  been  a  fisherman  since  I  was  13.  I  fish  out 
of  the  Port  of  New  Bedford  where  I  serve  on  the  Board  of  Directors  of  the  New  Bed- 
ford Seafood  Co-Op.  I  fish  on  the  FA^  Trident,  which  I  bought  in  1968.  I  also  am 
a  partner  in  the  FA^  Seven  Seas.  I  have  fished  for  groundfish,  swordfish,  squid, 
butterfish  and  fiuke. 
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I  am  the  third  generation  of  my  family  to  be  full-time  fishermen.  My  son  works 
with  me  on  the  TVident.  Fishing  is  not  just  the  way  I  earn  a  living;  it  is  my  family's 
way  of  life.  Because  I  care  deeply  about  the  long  term  health  of  this  industry,  I  have 
taken  time  out  of  fishing  to  participate  in  meetings  concerning  management  of  the 
resource.  I  have  been  involved  in  fisheries  management  for  over  30  years  and  have 
served  as  an  advisor  for  groundfish  and  for  sworcuish. 

I  am  aware  that  in  New  England  the  stocks  of  groundfish  are  depleted.  Cod,  had- 
dock and  yellowtail  are  harder  and  harder  to  find.  I  know  from  talking  to  my  fellow 
fishermen  in  New  Bedford  that  the  same  situation  exists  with  scallops.  With  sum- 
mer flounder,  or  fluke  as  we  call  them,  we  could  only  fish  this  year  for  3  months 
before  the  quota  closed  the  fishery  down,  even  though  most  fishermen  would  tell  you 
that  there  were  plenty  of  fluke  out  there  this  year.  Because  fish  for  swordfish  with 
a  driftnet  to  avoid  taking  small  fish,  I  am  limited  to  a  season  of  only  a  few  days. 
Believe  me,  while  I'm  not  a  fisheries  scientist,  I  know  that  the  condition  of  the 
stocks  require  that  we  cut  back  significantly  if  we  want  a  fishery  to  pass  on  to  our 
kids.  I  am  willing  to  do  that  but  in  the  meantime  I  have  to  survive.  Otherwise  there 
is  nothing  to  pass  on. 

I  have  heard  people  say  that  we  should  get  into  "underutilized  species."  I  am  more 
willing  than  most  to  try  something  new  out  so  called  underutilized  species  aren't 
so  underutilized  anymore.  Monkfish  landings  have  increased  dramatically  and  now 
there  are  indications  that  that  resource  needs  protection.  Sauid,  butterfish,  skate 
and  whiting  provide  employment  for  some  but  certainly  couldn't  take  the  pressure 
of  new  vessels  that  wUl  oe  forced  away  from  scallops  and  groundfish.  Dogfish  is  the 
same  and  converting  to  ofTshore  processing  could  cost  $20,000.  About  the  only  fish 
that  there  are  plenty  of  is  mackerel,  but  there  is  no  market  for  mackerel  at  present. 
Underutilized  species  alone  won't  provide  us  with  the  answer  on  how  to  finance  the 
cost  of  conservation. 

The  cost  of  conservation  will  be  high.  We  know  that  there  are  too  many  boats 
chasing  too  few  fish.  The  federal  government  must  take  some  responsibility  for  this 
because  you  made  it  so  easy  to  build  new  boats.  While  the  answer  may  seem  easy — 
reduce  the  number  of  vessels — each  vessel  represents  a  life's  investment  by  a  fisher- 
man and  a  job  for  the  members  of  his  crew.  We  can't  just  cast  these  people  aside. 

The  conservation  plans  impose  many  costs  on  fishermen.  We  must  cut  in  half  the 
number  of  days  we  fish.  How  would  you  like  to  be  told  you  can  only  earn  money 
for  half  the  days  you're  used  to?  We  must  invest  in  new  gear.  For  instance,  scal- 
lopers  will  be  required  to  install  electronic  tracking  systems  that  cost  between 
$5,000-10,000.  And  then  you  get  the  federal  screw-ups  like  the  recent  action  by 
NMFS  to  close  a  part  of  Georges  Bank  without  any  warning  two  days  after  they 
had  opened  it.  That  cost  fishermen  several  days  of  steaming  time.  And  the  vessels 
weren  t  the  only  thing  steaming! 

We  also  know  that  in  the  President's  plan  to  reduce  the  deficit  there  will  be  a 
BTU  tax.  That  may  only  impose  a  small  cost  on  the  average  family,  but  on  the  aver- 
age New  Bedford  fisherman  (who  shoulders  the  cost  of  fuel)  it  will  come  to  $1600 
or  6.4  percent  of  his  pay.  And  that  added  cost  doesn't  even  buy  any  fishery  conserva- 
tion. 

We  are  grateful  that  this  Committee,  and  you  personally,  Mr.  Chairman,  worked 
hard  last  year  to  address  the  problem  of  financing  the  cost  of  conservation.  We  think 
that  Saltonstall-Kennedy  grants  can  be  helpful  to  fishermen  in  a  number  of  ways 
and  we  are  disturbed  that  at  a  time  when  they  are  most  needed,  they  are  eliminated 
in  the  President's  budget.  We  hope  that  you  will  restore  them  at  a  level  of  $6  mil- 
lion or  more.  Even  that  is  a  small  number  compared  to  the  revenue  stream  that 
was  established  to  fund  these  grants  so  many  years  ago.  We  ask  you  to  urge  the 
Commerce  Department  to  release  the  S-K  Solicitation  Notice  they  are  holding.  We 
also  suggest  that  you  add  a  requirement  that  a  certain  percentage  of  S-K  funding 
must  be  used  in  direct  contracts  with  fishing  vessels.  More  and  more  of  the  money 
is  going  to  academic  institutions.  Fishermen  don't  get  to  participate  or  in  most  cases 
to  Team  of  the  results  of  the  studies. 

I  would  like  to  submit  for  the  record  a  plan  we  are  developing  in  New  Bedford 
for  a  Fisheries  Economic  Assistance  Program.  John  Bullard  at  the  Co-Op  convened 
about  25  fishermen  from  New  Bedford  who  developed  their  own  ideas  on  how  to  fi- 
nance fishery  conservation.  We  know  that  NMFS  is  developing  a  plan  as  well  and 
at  some  point  it  would  be  useful  to  get  together  because  a  number  of  the  ideas  are 
similar.  Our  plan  includes  job  retraining  and  vessel  buybacks  for  those  who  will  be 
forced  out  of  the  fishery  as  it  downsizes.  It  includes  programs  that  will  increase  the 
scientific  data  as  it  provides  some  additional  income  to  working  fishermen.  There 
is  no  question  in  my  mind  that  a  program  of  this  nature  could  be  financed  by  the 
industry  when  the  industry  regains  its  health.  We  are  not  looking  for  a  subsidy  even 
though  you  subsidize  other  food  producers.  We  are  not  looking  for  a  hand-out  like 
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Canada  provided  the  fishermen  that  it  forced  to  tie  up.  We  are  looking  for  a  pro- 
gram that  will  allow  the  industry  in  the  future,  when  stocks  are  healthier  and  there 
are  fewer  fishermen  making  more  money,  to  finance  the  considerable  sacrifice  that 
we  will  have  to  make  today. 

Thank  you  for  your  time  and  attention. 


DRAFT  3/4/93— FISHERIES  ECONOMIC  ASSISTANCE  PROGRAM 

The  stocks  of  groundfish  and  scallops  in  New  England  waters  are  at  perilously 
low  levels.  Without  improvements  in  resource  management,  the  fishing  industry  in 
New  England  faces  a  slow  strangulation.  Two  conclusions  are  obvious. 

The  first  is  that  management  plans  must  be  improved.  The  depletion  of  the  re- 
source is  not  so  much  the  fault  ol  commercial  fishermen  who  compete  under  a  fixed 
set  of  rules  as  it  is  the  rules  themselves.  Because  management  plans  have  been  so 
slow  to  respond  to  this  deteriorating  condition,  they  now  must  be  severe  in  the 
measures  they  impose  in  order  to  rebuild  the  stocks.  Over  the  rebuilding  periods 
fishermen  will  see  the  days  they  are  allowed  to  fish  cut  in  half.  This  is  in  addition 
to  other  measures  such  as  increased  mesh  and  ring  size  that  will  also  impose  a  fi- 
nancial cost  to  achieve  a  long  term  gain.  Fishermen  understand  the  severity  and 
the  necesssity  of  these  measures  and,  by  and  large,  they  are  prepared  to  support 
them.  The  question  is:  can  thev  survive? 

This  brings  us  to  the  second  conclusion.  The  fishing  industry  will  need  temporary 
financial  assistance  if  it  is  to  survive  the  rebuilding  period.  The  economic  impact 
statements  in  each  plan  demonstrate  the  hardship  that  the  plans  will  impose  on  all 
those  connected  with  the  industry.  Boatowners,  captains,  crews,  suppliers,  boat- 
yards, settlement  houses,  insurers,  banks — all  of  these  and  more  will  feel  the  pain 
of  tough  management.  All  of  these  have  a  long  term  interest  in  the  industry  and 
want  to  see  the  stocks  rebuilt  to  a  level  of  optimum  sustainable  jneld. 

A  sustainable  fishery  requires  both  fish  and  fishermen.  A  complete  plan  should 
protect  both.  The  proposed  fishery  management  plans  will  protect  the  fish  and  we 
support  their  goals  (tnough  we  have  some  differences  with  their  means).  We  need 
a  comparable  plan  to  assist  the  industry.  The  following  pages  outline  a  number  of 
programs  or  proposals  that  could  help.  It  is  a  plan  developed  by  the  industry.  We 
nope  what  it  lacks  in  government  sophistication,  it  will  make  up  for  in  common 
sense. 


DRAFT:  3/4/93 — FISHERIES  ECONOMIC  ASSISTANCE  PROGRAM:  SUMMARY 

•  Fishiris  Vessel  Science  Program:  The  government  should  put  aside  an  estimated 
10  to  20  million  into  a  science  program  that  would  keep  fishing  boats  working  doing 
research  on  stock  assessment,  gear  types,  habitats,  new  fisheries  and  other  topics. 

•  Fishing  Vessel  Buy-Back  Program:  Each  boat  would  contribute  1  percent  of  its 
profits,  to  be  matched  bv  the  government,  in  order  to  create  a  fund  to  buy  fishing 
boats  and  help  reduce  the  fleet.  The  boats  could  he  sold  but  never  again  used  for 
fishing. 

•  Capital  Construction  Fund:  Formerly  used  to  encourage  construction  of  new 
boats,  the  fund  could  provide  a  tax  shelter  for  the  owners  of  boats  purchased 
through  the  buy-back  program.  Essentially,  it  would  allow  boat  owners  to  avoid  the 
hefty  one-time  capital  gains  tax  by  placing  the  money  from  the  purchase  into  a  fund 
and  drawing  an  annual  income  from  it. 

•  Retraining:  Programs  should  be  established  to  retrain  the  hundreds  of  fisher- 
men and  fishing  industry  support  workers  expected  to  lose  their  jobs  when  new  con- 
servation measures  are  passed. 

•  Renegotiate  the  Hague  Line:  The  government  should  push  to  regain  rich 
shellfishing  beds  in  Georges  Bank,  which  were  given  to  the  Canadians  in  a  1984 
World  Court  decision. 

•  Joint  U.S. /Canadian  Management  of  Georges  Bank  Resource:  The  resources  of 
the  Georges  Bank  are  part  of  a  single  marine  ecosystem  over  which  both  the  United 
States  and  Canada  claim  jurisdiction.  For  the  fishery  resource  of  that  system  to  be 
rationally  managed  the  United  States  and  Canada  must  develop  a  set  of  shared 
management  practices. 

•  Saltonstall -Kennedy  Funds:  Money  in  this  fund,  which  is  made  up  of  duties 
charged  to  marine  imports,  should  be  used  to  help  the  industry  explore  ways  to 
make  more  money  by  funding  such  projects  as  boxing  fish  at  sea  to  produce  a  higher 
quality  product  or  processing  dogfish  at  sea. 

•  Medical  Care  and  Marine  Insurance:  Local  hospitals  should  provide  special 
rates  for  patients  with  fishing-related  injuries. 
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•  Impose  Duties  on  Imports:  Duties  should  be  charged  on  seafood  imports  in  order 
to  make  U.S.  products  more  competitive. 

•  Boat  Mortgage  Deferment:  Banks  should  allow  boats  to  defer  mortgage  pay- 
ments if  the  boats  are  forced  no  to  fish  because  of  conservation  measures. 

Senator  Kerry.  Thank  you  very  much,  Mr.  Avila.  Mr.  White. 

STATEMENT  OF  BARNEY  WHITE,  VICE  PRESIDENT  FOR 
CORPORATE  AFFAIRS,  ZAPATA  CORP. 

Mr.  White.  Thank  you,  Mr.  Chairman.  I  am  Barney  White,  vice 
president  for  corporate  affairs  for  Zapata  Corp.,  the  Nation's  lead- 
ing producer  of  menhaden  products.  We  operate  a  fleet  of  46  fish- 
ing vessels  that  supply  five  processing  plants  on  the  gulf  coast  and 
Chesapeake  Bay. 

I  am  testifying  today,  however,  in  my  capacity  as  president  of  the 
Gulf  and  South  Atlantic  Fisheries  Development  Foundation,  which 
represents  commercial  fishing  organizations,  fishermen  and  people 
in  the  seafood  industry  in  the  nine  coastal  States  from  Texas  to 
Virginia. 

I  have  been  asked  to  comment  on  the  financial  condition  of  our 
regional  fisheries.  Unfortunately,  they  have  never  truly  recovered 
from  the  crippling  economic  blows  of  the  late  seventies  and 
eighties. 

We  saw  soaring  fuel  costs  in  the  Arab  oil  embargo.  We  saw  ma- 
rine insurance  costs  take  off  at  the  same  time  the  Nation  hit  a  pe- 
riod of  very  high  interest  rates.  At  the  same  time,  prices  for  many 
of  our  products  fell  as  a  result  of  increasing  foreign  coinpetition, 
and  to  make  matters  worse,  much  of  the  industry  was  overcapital- 
ized. There  were  too  many  boats. 

When  the  economic  underpinnings  of  the  industry  collapsed,  the 
crash  left  many  lenders  holding  the  bag  and  the  financial  commu- 
nity has  not  forgotten.  Federally  administered  credit  programs  like 
the  Fisheries  Obligation  Guarantee  Program  also  got  burned  for  a 
lot  of  fishing  boats.  The  result  of  that  is  that  financing,  private  or 
Government,  is  very  hard  to  come  by  if  you  are  in  the  fishing  busi- 
ness. We  are  viewed  as  just  too  risky  and  not  nearly  profitable 
enough. 

Commercial  fishing  is  a  mature  industry.  More  growth  is  prob- 
ably not  in  the  cards.  In  fact,  what  we  are  seeing  is  shrinkage.  We 
have  seen  a  shake-out  that  has  dramatically  reduced  the  overall 
number  of  fishing  vessels. 

The  operators  who  are  left  tend  to  be  the  better  managed,  more 
professional  operators.  They  are  the  survivors  of  the  industry,  but 
they  are  going  to  need  financing,  not  to  build  additional  boats,  but 
to  modernize  an  increasingly  elderly  fieet  and  to  meet  new  safety 
and  new  environmental  regulations. 

There  is  a  clear  role,  we  think,  for  the  Federal  Crovernment  to 
play  here.  The  widely  used  program  in  the  Southeast  is  the  Fish- 
eries Obligation  Guarantee  Program,  the  FOG  program.  This  pro- 
gram provides  a  way  for  a  company  or  an  individual  fisherman  to 
raise  money  for  work  on  vessels  and  shoreside  facilities  through 
the  sale  of  Government-guaranteed  bonds  in  the  private  market. 

The  program  would  be  improved  if  the  Treasury  Department's 
Federal  Financing  Bank  funded  FOG  projects  by  issuing  Treasury 
bonds  to  cover  them.  This  would  not  increase  the  Grovernments 
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credit  risk  under  the  FOG  program.  What  it  would  do  is  save  75 
to  100  basis  points,  increase  program  income,  and  enable  the  FOG 
program  to  loosen  up  its  stringent  credit  policies  to  the  benefit  of 
the  fishing  industry. 

I  also  agree  with  the  gentleman  to  my  right  here.  We  strongly 
support  the  Saltonstall-Kennedy  Fisheries  Development  Grant  Pro- 
gram, totally  funded  by  duties  collected  on  fisheries  products  im- 
ported into  the  United  States.  The  S-K  program  has  been  and  is 
one  of  our  most  effective  devices  for  conducting  research  that  di- 
rectly aids  the  commercial  fishing  industry  in  providing  quality 
seafood  to  American  consumers. 

Unfortunately,  in  recent  years  the  Government  has  retained  a 
larger  and  larger  percentage  of  S-K  money  as  operating  funds  for 
the  National  Marine  Fisheries  Service.  Recent  administrations,  in- 
cluding the  current  one,  have  also  tried  to  zero-out  the  program 
and  capture  all  the  funds,and  this  past  year  we  saw  more  than 
one-half  of  the  moneys  go  directly  to  colleges  and  universities  rath- 
er than  to  projects  directed  by  the  commercial  fishing  industry, 
with  the  result  that  we  are  seeing  a  lot  of  academically  esoteric 
projects  that  we  sometimes  find  a  hard  time  seeing  an  application 
for. 

It  is  in  the  national  interest,  we  think,  for  the  Government  to 
provide  mechanisms  to  help  the  fishing  segment  of  America's  food 
industry  find  the  financial  resources  it  needs  to  stay  vital  and  com- 
petitive. I  am  not  talking  about  handouts  or  giveaways,  but  or  cred- 
it guarantee  and  other  financial  programs  that  will,  we  under- 
stand, ultimately  be  paid  for  by  the  industry  itself. 

Thank  you. 

[The  prepared  statement  of  Mr.  White  follows:] 

Prepared  Statement  of  Bernard  H.  White 

I  am  Barney  white,  Vice  F*resident  of  Corporate  Affairs  for  Zapata  Corporation. 
Though  we  are  better  known  for  our  energy  activities,  Zapata  is  also  the  nation's 
leading  producer  of  marine  protein  products  from  menhaden.  We  operate  a  fleet  of 
46  fishing  vessels  that  supply  five  processing  plants  on  the  Gulf  Coast  and  Chesa- 
peake Bay. 

I  am  testifying  today,  however,  in  my  capacity  as  President  of  the  Board  of  Trust- 
ees of  the  Gulf  &  South  Atlantic  Fisheries  Development  Foundation.  The  Founda- 
tion represents  commercial  fishing  organizations,  fishermen  and  others  in  the  sea- 
food industry  in  the  nine  coastal  states  from  Texas  to  Virginia. 

Since  1976,  the  Foundation  has  administered  more  than  600  projects  connected 
with  harvesting,  processing  and  marketing  fisheries  products.  Founded  by  the  sea- 
food industry,  our  charter  is  to  work  with  fishermen,  researchers  and  others  to  un- 
derwrite projects  that  address  specific  industry-identified  problems. 

In  recent  years,  the  Foundation  has  been  involved  in  things  as  diverse  as  seafood 
marketing  and  seafood  inspection,  drafting  a  comprehensive  regional  bycatch  man- 
agement program,  and  the  development  of  new  gear  for  the  trawl  fisheries.  It  was 
the  Foundation,  working  with  state  Sea  Grant  programs,  that  perfected  the  Turtle 
Excluder  Devices  that  have  proven  to  be  97  percent  successful  for  the  Southeastern 
shrimp  industry. 

I  have  been  asked  today  to  comment  on  the  financial  condition  of  our  regional 
fisheries.  Unfortunately,  they  have  never  truly  recovered  from  a  convergence  of  eco- 
nomic forces  that  dealt  a  cripphng  blow  in  the  late  '70s  and  early  '80s. 

Perhaps  to  a  greater  extend  than  in  other  parts  of  the  country,  the  Southeastern 
fishery  is  made  up  largely  of  independent  operators.  A  vertically  integrated  corpora- 
tion like  Zapata  is  the  exception.  The  rule  is  a  small,  perhaps  no  more  than  a  single 
boat,  "mom  and  pop"  operation.  It  is  a  family  business  a  lot  like — and  with  many 
of  the  problems  of — the  family  farm. 
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The  shrimp  industry  is  the  most  visible  example  of  the  forces  that  have  been  at 
work  on  our  fisheries.  For  50  or  60  years,  the  shrimp  industry  was  a  profitable  one 
that  often  passed  from  generation  to  generation.  But  in  the  late  '70s  things  changed. 

Fuel  costs  soared  aft^r  the  Arab  Oil  Embargo — and  fishing,  and  especially  shnmp 
fishing,  is  one  of  the  most  fuel  intensive  industries  there  are.  At  about  the  same 
time,  marine  insurance  costs  began  to  go  through  the  roof.  And  the  nation  entered 
a  period  of  excessively  high  interest  rates. 

And  prices  fell  because  of  increasing  forei^  competition — which  frequently  won 
maricet  share  because  of  fuel  and  other  subsidies  from  foreign  governments,  not  to 
mention  very  low  labor  costs.  And  there  were  no  protective  tariffs  on  shrimp  imports 
into  the  U.S. — and  there  stUl  are  not. 

Any  of  these  factors  alone  might  have  been  weathered,  but  they  all  hit  at  pretty 
much  the  same  time.  And  that  is  still  not  all  of  the  story.  It  is  only  fair  to  note 
that  the  fishing  industry  was  not  without  responsibility.  The  fact  is,  the  industry 
was  overcapitalized— there  were  too  many  boats — when  its  economic  underpinnings 
collapsed. 

It  is  easy  to  be  critical  after  the  fact,  when  we  know  the  facts.  However,  putting 
more  capacity  into  a  profitable  industry  can  be  a  reasonable  business  judgement. 
In  retrospect,  we  probably  overdid  it,  but  nobody  had  a  crystal  ball. 

Whatever  the  case,  the  crash  of  the  shrimp  industry  left  many  lenders  holding 
the  bag.  It  was,  in  short,  a  banking  disaster  for  the  region — and  it  is  one  the  finan- 
cial community  has  not  forgotten. 

Federally  administered  credit  programs  have  the  same  institutional  memory.  The 
Fisheries  Obligation  Guarantee  Program  got  burned  for  a  lot  of  fishing  boats.  What 
is  more — and  I  think  this  part  is  somewhat  unfair — some  people  blamed  them  for 
causing  the  overcapitalization  problem  to  begin  with. 

The  result  of  all  this  is  that  financing,  private  or  government,  is  very  hard  to 
come  by  if  you  are  in  the  fishing  business.  We  are  viewed  as  just  too  risky  and  not 
nearly  profitable  enough. 

Now  there  are  modem  problems  as  well.  Additional  regulation — often  aimed  at 
environmental  concerns,  luce  Turtle  Excluder  Devices — continues  to  increase  cost 
and  reduce  profitability.  And  the  proposed  BTU  tax  on  marine  diesel  fuel  certainly 
will  not  help. 

In  Florida  and  elsewhere  they  also  have  a  problem  as  a  result  of  those  federal 
drug  laws  that  allow  the  government  to  seize  a  boat  if  it  is  caught  transporting 
drugs — and  the  bank  that  financed  it  is  left  empty-handed.  The  honest  fisherman 
has  no  control  over  this  at  all,  but  he  or  she  is  still  faced  with  collateral  require- 
ments of  two  or  three  times  the  value  of  their  vessel  as  a  consequence. 

These  are  side  issues,  though.  The  principal  problems  the  fishing  industry  in  the 
Soutiieaist  faces  is  that  profitability  is  low,  costs  are  high,  and  access  to  bank  lend- 
ing and  private  capital  is  very  restricted.  There  is  a  clear  role  for  the  federal  govern- 
ment to  play  here,  but  to  better  define  that  role  we  should  take  a  look  at  the  indus- 
try today  and  what  its  needs  will  be  in  the  near  future. 

Commercial  fishing  can  probably  be  defined  as  a  "mature"  industry,  more  growth 
is  not  in  the  cards.  In  fact,  what  we  are  seeing  is  shrinkage;  we  have  been  thourfi 
a  shakeout  that  has  dramatically  reduced  the  overall  number  of  fishing  vessels.  In 
the  menhaden  industry  alone,  tne  number  of  boats  working  in  the  Gulf  of  Mexico 
has  fallen  from  75  in  1990  to  less  than  50  today. 

The  operators  who  are  left  are  the  better-managed,  more  professional  operators — 
the  survivors  of  the  industry.  But  they  are  going  to  need  financing,  not  to  build  ad- 
ditional boats,  but  to  modernize  an  increasingly  elderly  fleet — the  average  shrimp 
boat  is  approaching  20  years  of  age — and  to  meet  new  safety  and  environmental  re- 
quirements. 

I  would  like  to  briefly  discuss  three  government  programs  that  provide  assistance 
for  the  fishing  industry:  the  Capital  Construction  Fund,  the  Fisheries  Obligation 
Guarantee  Program,  and  the  Saltonstall-Kennedy  Fishery  Development  Grant  Pro- 
gram. 

The  Capital  Construction  Fund  works  something  like  an  IRA.  A  fisherman  can 
shelter  income  from  taxes  by  putting  it  in  a  CCF  account,  then  draw  it  back  out 
without  penalty  so  long  as  it  us  used  for  things  like  improving,  reconditioning  or 
refinancing  his  vessels.  The  Capital  Construction  Fund  uses  no  government  money. 

This  program  is  widely  utilized  to  good  advantage  by  our  friends  in  the  North  Pa- 
cific fishery,  who  tell  me  that  the  program  would  be  even  better  if  it  could  be  ex- 
tended to  shoreside  facilities.The  CCF  does  not,  however,  see  much  action  in  the 
Southeast.  Candidly,  there  are  not  many  of  us  who  have  enough  cash  flow  to  be  able 
to  tie  it  up  in  a  CCF  account. 

I  mention  this  program  because  it  does  show  that  there  is  constructive  role  for 
programs  of  this  type,  and  they  do  not  have  to  lead  to  overcapitalization  of  a  fishery. 
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In  the  North  Pacific,  the  CCF  is  specifically  barred  from  being  utilized  for  additional 
shipbuilding,  but  there  are  still  plenty  of  jobs  for  it  to  do. 

A  widely  used  program  in  the  Southeast  is  the  Fisheries  obligation  Guarantee 
Program,  the  FOG  program.  This  program  provides  a  way  for  a  company  or  individ- 
ual fisherman  to  raise  money  for  work  on  vessels  and  shoreside  facilities  through 
the  sale  of  government-guaranteed  bonds.  This  enables  the  fisherman  to  obtain  the 
funds  at  a  lower  interest  rate  than  in  the  commercial  market,  and  there  is  no  cost 
to  taxpayers. 

Some  parts  of  government  are  disgruntled  with  the  FOG  program  because  it  has 
been  blamed  for  overcapitalizing  the  fishing  industry,  and  people  are  swearing 
"never  again."  In  some  cases,  like  the  Atlantic  shrimp  industry,  this  is  a  fair  assess- 
ment, but  that  is  not  the  important  thing  now.  What  is  important  is  to  note  that 
the  world  has  changed  and  the  overbuilding  has  largely  been  worked  off. 

Like  the  CCF,  FOG  is  a  valuable  program  to  the  nation's  fisheries,  who  otherwise 
would  have  a  very  difficult  time  raising  money  to  modernize  their  fleets  and  im- 
prove processing  facilities.  The  experience  of  the  CCF  shows  there  are  ways  to  ad- 
dress the  overbuilding  problem  without  having  to  shut  the  program  down  com- 
pletely. In  fact,  the  National  Oceanic  and  Atmospheric  Administration,  which  ad- 
ministers the  FOG  program,  has  a  policy  in  place  this  fiscal  year  that  prevents  the 
program  from  being  used  for  the  initial  financing  of  fishing  vessel  construction. 

iTie  FOG  program  would  be  a  better  tool  if  it  were  less  conservative  in  its  lending 
policies.  FOG  administrators  are  very  conservative  in  their  risk  taking  and  have 
comparatively  high  collateral  and  other  requirements  that  put  the  program  out  of 
the  reach  of  many  fishermen. 

I  am  told  this  stems  in  part  from  the  fact  that  the  FOG  program  only  has  a  one 
percent  spread  to  cover  aaministrative  and  other  costs,  including  contingent  liabil- 
ity. FOG  bonds  are  sold  into  the  private  market  like  Treasury  bonds,  but  because 
they  are  not  Treasury  bonds  they  sell  at  a  premium,  which  cuts  into  their  income. 

I  believe  the  program  would  be  improved  if  the  Treasury  Department's  Federal 
Financing  Bank  funded  Fisheries  Obligation  Guarantee  projects  by  issuing  Treasury 
bonds  to  cover  them.  This  would  not  increase  the  government's  credit  risk  under  the 
FOG  program.  What  it  would  do  is  save  75-100  oias  points,  increase  program  in- 
come and  enable  the  FOG  program  to  loosen  up  its  stringent  credit  policies  to  the 
benefit  of  the  fishing  industry. 

The  FOG  program  would  also  be  improved  if  it  were  exempted  from  the  Federal 
Credit  Reform  Act,  which  has  created  a  major  bureaucratic  snarl  and  forced  the 
fishing  industry  to  have  to  lobby  Congress  every  year  to  keep  this  program,  which 
should  not  cost  taxpayers  money,  in  existence.  It  makes  little  sense  for  a  self-sup- 
porting program  like  FOG  to  be  included  in  the  annual  appropriations  process. 

The  thirci  program  that  I  would  like  to  discuss  is  the  Saltonstall-Kennedy  Fishery 
Development  Grant  Program,  otherwise  known  as  "S-K".  Totally  funded  oy  duties 
collected  on  fisheries  products  imported  into  the  United  States,  the  S-K  program  has 
been  one  of  our  most  effective  devices  for  conducting  research  that  directly  aids  the 
commercial  fishing  industry  in  providing  quality  seafood  to  American  consumers. 

The  program  is  vital  because  of  the  fragmented  nature  of  our  industry.  Individ- 
ually, few  fishermen  and  seafood  concerns  would  be  able  to  underwrite  the  innova- 
tive research  and  development  projects  that  have  been  accomplished  through 
Saltonstall-Kennedy.  This  is  the  only  tool  the  commercial  fishing  industry  has  that 
it  can  use  to  determine  specific  industry  needs  and  guide  research  that  can  address 
those  needs. 

Unfortunately,  in  recent  years  the  S-K  program  has  been  seriously  eroded.  The 

f government  has  retained  a  larger  and  larger  percentage  of  S-K  money  as  operating 
unds  for  the  National  Marine  Fisheries  Service  and  passed  along  less  for  industry 
use.  Recently  also,  the  Administration — and  this  includes  the  current  one — has  tried 
to  "zero  out  this  program  in  the  federal  budget  and  capture  all  S-K  funds  for  de- 
partmental operations.  Happily,  Congress  has  not  allowed  this. 

Another  emerging  problem  with  the  S-K  program  is  that  the  National  Marine 
Fisheries  Service  leaaership  has  begun  to  bypass  the  commercial  fishing  industry 
altogether  and  direct  increasing  amounts  of  S-K  funds  to  academia.  This  last  time 
around,  more  than  half  of  all  Saltonstall-Kennedy  funds  went  directly  to  colleges 
and  universities. 

The  result  has  been  a  tilt  away  from  industry-specific,  problem-solving  research 
toward  projects  of  a  more  purely  academic  and  theoretical  nature.  This  veiy  valu- 
able, industry-supported  program  is  getting  out  of  focus  and  should  be  redirected. 

In  closing,  I  would  like  to  return  to  the  analogy  of  the  nation's  commercial  fishing 
industry  as  being  very  similar  to  the  family  farm.  Largely  through  economic  forces 
beyond  its  control,  the  nation's  fishermen  have  been  in  a  depressed  state  for  a  num- 
ber of  years  now.  Their  access  to  bank  lending  and  private  capital  is  very  limited. 
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Yet  the  fishing  industry  provides  a  very  important  service  by  providing  quality 
seafood  for  the  American  consumer.  The  united  States  has  some  of  the  richest  fish- 
eries in  the  world  and  we  should  not  willingly,  or  through  neglect,  hand  this  indus- 
try over  to  foreign  competitors. 

It  is  in  the  national  interest  for  the  government  to  provide  mechanisms  to  help 
this  segment  of  the  food  industry  find  the  financial  resources  it  needs  to  stay  vital 
and  competitive.  I  am  not  talking  about  handouts  or  giveaways,  but  of  credit  guar- 
antee and  other  financial  programs  that  will,  we  understand,  ultimately  be  paid  for 
by  the  industry  itself. 

I  would  say  this  is  a  good  investment,  but  that  is  not  strictly  accurate  because 
we  are  not  talking  about  any  taxpayers'  money  being  involved.  What  do  have  here 
is  an  opportunity  for  government-administered  programs  to  play  a  very  positive  and 
constructive  role. 

I  urge  you  to  retain — and  improve — the  Capital  Construction  Fund,  Fisheries  Ob- 
ligation Guarantee  Program,  and  the  Saltonstall-Kennedy  Fishery  Development 
Grant  Program.  They  are  very  important  tools  for  our  industry. 

Thank  you. 

Senator  Kerry.  Thank  you  very  much,  Mr.  White.  Mr.  Walsh. 

STATEMENT  OF  JAMES  P.  WALSH  ON  BEHALF  OF  THE  U.S. 

TUNA  FOUNDATION 

Mr.  Walsh.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  have  the 
opportunity  to  testify  today  on  behalf  of  the  U.S.  canned  tuna  in- 
dustry. I  know,  Mr.  Chairman,  you  and  this  committee  are  fully  fa- 
miliar with  our  industry,  so  I  will  skip  the  summaries  in  my  state- 
ment and  I  hope  you  will  include  it  in  full  in  the  record. 

Senator  Kerry.  Without  objection,  it  will  be. 

Mr.  Walsh.  We  continue  to  support  the  Fishing  Vessel  and  Fish- 
ing Obligation  Guarantee  Program  of  the  National  Marine  Fish- 
eries Service  and  the  Capital  Construction  Fund.  They  have  proved 
essential  to  our  industry. 

We  have  been  facing  some  perhaps  not  unusual  but  highly  com- 
petitive international  circumstances  that  have  led  to  major  changes 
in  our  industry,  and  in  particular  to  our  purse  seining  vessels.  At 
the  current  moment,  we  are  a  substantial  participant  in  the  FOG 
program.  There  are  about  22  purse  seine  vessels  that  are  covered 
by  the  obligation  guarantee  program. 

In  total,  I  believe  the  tuna  industry  is  involved  in  that  program 
to  the  tune  of  $47  million,  which  includes  albacore  vessels,  smaller 
vessels  that  are  not  part  of  our  association,  22  purse  seine  vessels, 
and  1  transshipment  facility  located  in  Tinian  where  we  transship 
tuna  to  various  markets  around  the  world. 

That  program  is  of  particular  importance  because  of  the  changes 
that  have  been  wrought  by  the  so-called  tuna-porpoise  controversy. 
As  you  know,  the  processor  members  of  our  association  declared 
the  tuna  industry  to  be  dolphin-safe  in  April  1990.  That  was  fol- 
lowed last  year  with  legislation  that  has  made  that  a  matter  of 
Federal  law. 

As  a  consequence,  the  fleet  has  had  to  leave  its  more  lucrative 
and  closer  traditional  fishing  grounds  in  the  Eastern  Tropical  Pa- 
cific, where  they  have  targeted  on  large  yellow  fin  tuna  taken  in 
association  with  dolphin.  As  of  June  1,  1994,  it  will  be  illegal  to  sell 
any  tuna  or  tuna  product  in  the  United  States  that  is  not  dolphin- 
safe.  As  a  consequence,  all  of  our  vessels  have  moved  to  the  West- 
ern Pacific  except  for  seven,  and  we  anticipate  that  all  seven  of 
those  will  probably  cease  fishing  next  year. 
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What  does  that  mean  for  the  boat  owner?  What  it  means  for  the 
boat  owner  is  first  of  all  he  must  invest  $1  million  in  his  new  net 
and  equipment.  The  tuna  is  deeper  in  the  Central  and  Western  Pa- 
cific because  the  thermoclime  is  lower.  As  a  result,  the  nets  are 
deeper,  and  if  they  are  a  mile  lone  and  you  make  them  deeper,  you 
suddenly  have  to  have  more  machinery.  As  a  consequence,  $1  mil- 
lion investment  at  a  minimum  is  required. 

In  addition,  it  is  a  skipjack  fishery.  They  are  smaller  fish,  thev 
are  less  valuable.  Automatically  in  1  year,  a  vessel's  revenue  will 
decline  between  20  and  30  percent.  They  have  had  to  offset  these 
costs  by  improvements  in  efficiency. 

For  example,  10  years  ago  a  U.S.  tuna  purse  seiner  would  make 
three  trips.  They  now  make  five  and  six  trips.  However,  in  the 
Western  Pacific  we  have  delays  because  it  is  such  a  larger  area,  so 
some  of  the  boats  can  lose  up  to  150  days  of  fishing  a  year,  and 
in  addition,  in  that  area  of  the  world  we  are  required  to  pay  a  fee 
to  fish  under  the  treaty  that  we  have  with  the  nations  in  the  re- 
gion. That  costs  a  vessel  $100,000  a  year. 

As  a  consequence,  when  we  go  to  a  bank,  as  has  already  been 
stated  by  other  representatives  nere  at  the  table,  a  bank  will  look 
at  a  tuna  vessel,  and  even  though  its  collateral  value  may  be  very 
high,  they  will  see  a  high  and  unusual  cost.  They  cannot  under- 
stand whv  they  left  the  lucrative  Eastern  Tropical  Pacific.  They 
will  see  tnese  costs,  and  they  will  say,  we  do  not  like  to  foreclose 
on  ship  mortgages  on  vessels  that  are  found  in  New  Zealand, 
Papua-New  Guinea,  and  the  Solomon  Islands.  As  a  result,  they  will 
not  loan. 

This  allows  the  Fishing  Vessel  Obligation  Guarantee  Program 
run  by  NMFS,  run  very  well  in  our  opinion  by  Mike  Grable,  to 
come  in  and  provide  the  necessary  obligation  to  get  the  lower  loan 
rate  as  well  as  the  longer  term. 

We  understand  today  that  it  has  been  stated  there  is  a  $7  million 
subsidy.  This  is  an  unusual  program  I  think  you  will  find  in  Fed- 
eral programs,  that  in  fact  the  program  through  its  fees  for  the 
loan  costs  alone  has  made  money  for  the  Federal  Government.  Not 
included  in  that  are  costs  related  to  the  management,  the  over- 
head, and  the  individuals  that  is  claimed  to  cost  about  $7  million. 

I  think  there  are  probably  some  ways  in  which  this  program  can 
be  run  to  generate  additional  revenue,  for  example  by  using  the 
Federal  Financing  Bank  which  is  able  to  borrow  its  money  at  a 
cheaper  rate  and  thereby  improve  the  value  of  this  program,  there- 
by increasing  its  net  value  and  reducing  and  eliminating  what  is 
alleged  to  be  a  subsidy. 

The  industry  also  uses  the  Capital  Construction  Fund.  I  have  al- 
ready hit  some  of  the  policy  issues  which  I  think  you  need  to  look 
at.  We,  for  example,  do  not  believe  that  the  underutilized  issue  is 
one  that  affects  our  fleet.  The  tuna  skipjack  resources  of  the 
Central  and  Western  Pacific  are  enormous. 

The  National  Marine  Fisheries  Service  in  their  most  recent  re- 
port on  the  condition  of  the  world's  fisheries  that  U.S.  industries 
engage  in  recognize  that  it  is  underutilized.  In  the  past,  we  have 
been  foreclosed  from  the  Eastern  Tropical  Pacific  because  of  their 
traditional  fisheries,  but  we  are  no  longer,  and  as  you  can  see  near- 
ly 50  percent  of  our  fleet  relies  upon  this  program. 
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We  also  are  concerned  about  arbitrary  limits,  bureaucratic  limits, 
policy  limits  that  are  placed  on  this  that  do  not  focus  on  the  busi- 
ness issues  facing  the  borrower,  things  such  as  only  refinancings. 
I  mean,  it  seems  appropriate  that  sooner  or  later  we  are  going  to 
have  some  replacement  vessels,  and  this  program  would  be  very 
useful.  Most  of  our  fleet,  all  of  our  vessels  are  built  in  the  United 
States,  unlike  most  fishing  vessels  around  the  world. 

Mr.  Chairman,  as  you  know,  the  tuna  industry  is  one  of  those 
industries  that  for  better  or  for  worse  is  subject  to  a  myriad  of  Fed- 
eral laws,  regulations,  and  policies.  Almost  everything  we  do,  it 
seems,  is  affected  directly  and  immediately  by  changes  in  tariff 
rates  or  tuna-porpoise  policies,  compensation  requirements  for  our 
seamen  as  opposed  to  other  country's  seamen,  taxes,  and  all  the 
like — we  never  escape  it — but  the  industry  has  managed  to  survive 
and  do  well  and  be  very  competitive. 

Our  vessels  are  probably  the  most  advanced  in  the  world,  and 
this  has  come  at  some  cost  to  the  Federal  Government  and  we 
think  it  is  a  minor  cost,  a  cost  that  can  be  taken  care  of  through 
proper  running  of  the  program,  and  we  hope  you  will  continue  to 
support  these  programs  in  our  industry. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Walsh  follows:] 

Prepared  Statement  of  James  P.  Walsh 

I  appear  here  today  on  behalf  of  the  U.S.  Tuna  Foundation  (USTF),  a  non-profit 
trade  association  comprised  of  elements  of  the  U.S.  canned  tuna  industry — process- 
ing companies,  vessel  owners,  and  employees.  Canned  tuna  represents  approxi- 
mately 25  percent  of  America's  consumption  of  ocean  fish  products.^  Our  companies, 
with  plants  based  in  Puerto  Rico,  Soutnern  California,  and  American  Samoa,  proc- 
essed canned  light  meat  (yellowfin  and  skipjack)  and  white  meat  (albacore)  tuna 
worth  $887.7  million  in  1992.  In  that  same  year,  the  45  U.S.  purse  seine  vessels 
landed  tuna  worth  approximately  $  220  million,  ex-vessel.  Nearly  all  of  this  tuna 
was  delivered  to  U.S.  processing  plants. 

We  appreciate  the  invitation  to  appear  before  the  Committee  to  comment  on  and 
support  the  financial  assistance  programs  for  commercial  fisheries  administered  by 
the  National  Marine  Fisheries  Service  (NMFS) — the  Fisheries  Obligation  Guarantee 
Program  (FOG)  and  the  Capital  Construction  Fund  (CCF).  These  programs  are  es- 
sential to  our  tuna  fleet  and  to  our  industry,  which  operate  in  a  highly  competitive 
international  market.  While  we  are  proud  of  the  adaptability  and  competitiveness 
of  our  purse  seine  vessels  and  plants,  we,  like  many  other  marine  industries,^  must 
compete  with  others  whose  costs  are  much  lower,  in  some  cases  because  of  direct 
government  subsidies.  Moreover,  as  banks  have  turned  more  conservative  in  their 
lending  policies,  fewer  lending  institutions  invest  the  time  necessary  to  understand 
our  industry  and  therefore  are  reluctant  to  lend  to  our  fleet  even  though  the  value 
of  available  collateral  may  be  very  high.  Our  industry  is  a  net  contrihutor  to  the 
American  economy  and  these  two  programs  help  us  remain  competitive  in  these  dif- 
ficult economic  times,  without  being  given  a  "hand-out"  or  a  subsidy. 

Congress  has  continued  to  support  these  programs  despite  opposition  from  the  Ex- 
ecutive Branch,  opposition  which  is  not  always  based  on  merit  or  careful  analysis. 
Just  last  year,  the  Conference  Committee  on  Appropriations  for  State,  Justice,  and 
Commerce  indicated  its  opposition  to  a  policy  of  no  further  loan  guarantees  under 
the  FOG  program.^  We  applaud  these  eflbrts  to  support  a  program  which  has  as- 
sisted the  vessels  in  our  industry  over  the  last  twenty  or  more  years.  Our  purse 


^Tuna:  Current  Issues  Affecting  the  U.S.  Industry;  Report  to  U.S.  Senate  Committee  On  Fi- 
nance; U.S.  International  Trade  Commission;  August  1992;  p.  1-1  (hereinafter  referred  to  as  the 
"1992  ITC  Report"). 

*We  note  with  interest  the  statement  by  Sea-Land  Service  and  American  President  Lines 
that,  unless  new  maritime  reform  l^slation  (including  new  financial  assistance  programs)  is 
enacted  in  the  near  future,  it  is  their  intent  to  transfer  their  cargo  vessels  to  foreign  flag. 

3  Report  No.  102-918  (Committee  of  Conference)  on  H.R.  5678. 
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seine  vessels  remain  among  the  most  technologically  advanced  and  productive  fish- 
ing vessels  in  the  world. 

THE  FISHERIES  OBLIGATION  GUARANTY  PROGRAM 

Authority  for  the  FOG  program  derives  from  the  Merchant  Marine  Act  of  1936 
(46  U.S.CApp.  §§  1271-1279).  That  statute  authorizes  the  Secretary  of  Commerce  to 
guarantee  obligations  (interest  and  debt)  for  the  finance  ot  constructing,  reconstruct- 
ing, reconditioning,  or  (where  eligible)  purchasing  fishing  vessels  documented  under 
the  laws  of  the  U.S.  or  a  fisheries  shoreside  facility  located  in  any  state  of  the  Unit- 
ed States,  including  territories  or  commonwealths.  50  C.F.R.  §  255.5(a).  Guarantees 
are  provided  after  an  intensive  due  diligence  program  administered  by  NMFS, 
which  investigates  the  soundness  of  the  borrower's  operations  and  obtains  sufficient 
security  to  protect  the  guarantee  commitment.  Our  experience  is  that  the  program's 
qualification  standards  are  quite  high. 

The  primary  benefits  of  the  guarantee  are  two:  a  slightly  lower  interest  rate  and 
a  longer  loan  payment  period.  With  this  reduction  in  debt  service  costs,  income  can 
then  be  used  for  other  operating  costs,  improving  the  overall  financial  viability  of 
the  vessel  or  facility.  At  present,  the  FOG  portfolio  includes  seven  albacore  vessels, 
22  purse  seine  vessels,  and  one  tuna  shoreside  (transshipment)  facility  in  Tinian, 
Northern  Mariana  Islands — a  total  present  obligation  commitment  of  $47,062,916. 

As  is  evident  from  these  statistics,  nearly  one-half  of  the  U.S.  tuna  purse  seine 
fleet  participates  in  the  FOG  program.  The  availability  of  the  program  has  been  es- 
sential to  our  fleet  as  it  adjusted  to  significant  changes  in  the  tuna  business  envi- 
ronment over  the  last  few  years.  As  this  Committee  is  well  aware  and  as  detailed 
in  the  1992  ITC  Report,  the  U.S.  canned  tuna  processors  embraced  a  new  "dolphin- 
safe"  policy  in  April,  1990.  Beginning  that  year,  processors  would  no  longer  pur- 
chase yellowfin  tuna  caught  by  encircling  dolphins  in  the  Eastern  Pacific  Ocean,  the 
traditional  fishing  grounds  of  the  U.S.  purse  seine  fleet.  Last  year,  Congress  trans- 
formed this  voluntary  policy  into  a  matter  of  Federal  law  by  making  it  unlawful, 
aft^r  June  1,  1994,  to  sell  any  tuna  or  tuna  product  in  the  United  States  that  is 
not  dolphin-safe.  16  U.S.C.  §1417(aXl).  Now,  due  to  this  Federal  policy,  all  but 
seven  purse  seine  vessels  have  moved  to  fishing  grounds  in  the  Western  Pacific 
Ocean. 

As  the  1992  ITC  Report  indicates,  following  the  dolphin-safe  policy,  now  a  Federal 
mandate,  a  major  shift  in  canning  and  fishing  operations  away  from  Puerto  Rico 
and  California  to  the  Western  Pacific  and  the  processing  plants  in  American  Samoa 
has  occurred.  This  shift  has  been  very  difficult  for  vessel  owners  for  four  principal 
reasons.  First,  the  tuna  fishery  in  the  Western  Pacific  demands  deeper  and  thus 
heavier  nets,  requiring  gear  and  machinery  improvements  costing  about  $1  million. 
Second,  the  fishery  is  mainly  a  skipjack  fishery,  not  a  yellowfin  fishery  like  the 
Eastern  Pacific.  Skipjack  are  a  less  valuable  fish  and  the  switch  from  yellowfin  to 
skipjack  reduces  a  vessel  owner's  revenue  by  20  to  30  percent.  These  new  costs  and 
the  loss  of  revenue  had  to  be  absorbed  by  the  vessel  owner  immediately  and  had 
to  be  offset  either  by  loss  of  profit  or  an  increase  in  efficiency  (more  fishing  trips, 
faster  turn-around).  Third,  vessel  owners  must  pay  a  license  fee  of  over  $100,()00 
per  year  to  fish  in  the  region  under  the  South  Pacific  Tuna  Treaty.  And,  fourth,  the 
fishing  area  is  so  large  and  distant  from  ports  and  the  few  canneries  in  the  region, 
that  many  vessel  owners  have  experienced  lost  fishing  time  of  up  to  150  days  a 
year.  The  FOG  program  has  been  instrumental  in  enabling  vessel  owners  to  refi- 
nance to  handle  these  new  business  challenges  over  a  longer  period  of  time. 

It  makes  practical  sense  to  use  the  FOG  program  to  allow  tuna  vessel  owners  to 
amortize  costs  associated  with  relocation  to  the  Western  Pacific  over  a  reasonable 
period  of  time.  Commercial  lenders  do  not  understand  why  these  vessels  left  such 
a  productive  area  as  the  Eastern  Pacific.  NMFS  knows  full  well  that  this  move  is 
required  for  purse  seine  vessel  owners  to  be  in  compliance  with  the  dolphin-safe  pol- 
icy of  the  Federal  Government.  It  seems  only  equitable  that  the  Federal  (govern- 
ment assist  this  relocation  effort  by  making  the  FOG  program  available  to  tunaboat 
owners,  which  creates  no  expense  for  the  U.S.  taxpayer. 

We  can  assure  you  that  Mike  Grable,  who  is  in  charge  of  this  program  at  NMFS, 
does  not  run  a  give-away  program.  Over  the  last  two  decades,  the  program  has 
guaranteed  over  $600  million  in  obligations  of  the  fishing  industry.  Currently,  it  has 
a  net  worth  of  $19  million  and  has  paid  its  way.  The  FOG  program  is  considered 
"off-budget."  The  Federal  Credit  Reform  Act  was  enacted  to  bring  the  annual  costs 
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of  such  programs  "on-budget"  to  be  reflected  in  annual  budget  authority.'*  However, 
the  FOG  program  has  been  determined  to  have  no  subsidy  cost  within  the  meaning 
of  the  FCRA.  Nonetheless  certain  budget  officers  in  the  Department  of  Conmierce, 
for  bureaucratic  rather  than  programmatic  reasons,  insisted  that  a  "phantom"  sub- 
sidy cost  of  $470,000  be  put  in  tne  NMFS  budget  to  be  ultra-conservative  in  light 
of  the  FCRA.  The  program  has  also  repaid  its  entire  working  capital  credit  line  with 
the  Treasury.  It  would  be  truly  unfortunate  to  terminate  a  program  which  has  clear 
benefit  to  our  industry  and  no  cost  to  the  Federal  taxpayer.  Ironically,  the  position 
of  the  green-eyeshade  types  at  the  Commerce  Department  has  created  a  government 
subsidy  of  $470,000  where  none  is  needed. 

THE  CAPITAL  CONSTRUCTION  FUND  PROGRAM 

The  CCF  program  is  equally  important.  Under  this  program,  revenues  may  be  de- 
posited into  a  special  account  to  be  used  for  vessel  construction,  purchase,  or  recon- 
struction. These  fiinds  are  not  subject  to  taxation  except  in  accoraance  with  the  pro- 
gram's intent,  such  as  upon  non-qualified  withdrawal.  Eventually  the  deferred  taxes 
must  be  paid.  CCF  encourages  planning  for  replacement  vessels,  which  in  our  indus- 
try have  mostly  been  constructed  in  U.S.  shipyards  which  have  traditionally  built 
the  quality  vessels  our  vessel  owners  want  for  nigh  seas  operations.  The  loss  of  reve- 
nue to  the  U.S.  Treasury  is  exceeded  by  taxes  generated  from  having  our  fleet  under 
U.S.  flag  and  from  U.S.  shipyards.  We  urge  the  Committee's  support  for  this  pro- 
gram as  well. 

CURRENT  POLICY  ISSUES 

Over  the  years,  various  policies  have  been  applied  to  limit  the  availability  of  the 
FOG  and  CCF  programs.  One  criticism  that  is  generally  voiced  is  that  these  two 
financial  assistance  programs  contribute  to  the  overcapitalization  of  our  fisheries.  In 
the  past,  NMFS  has  been  sensitive  to  this  criticism  by  limiting  the  use  of  FOG  and 
CCF  in  "conditional  fisheries."^  We  can  only  speak  for  the  tuna  industry  and,  based 
on  current  data,  the  fisheries  in  which  our  vessels  engage  are  not  overutilized  with- 
in the  general  meaning  ascribed  to  that  term  by  the  agency.  For  example,  NMFS' 
1992  Report  on  the  Status  of  Living  Marine  Resources  listed  the  skipjack  tuna  re- 
sources in  the  Pacific  Ocean,  the  main  stock  caught  by  our  fleet,  as  underutilized.® 
Consequently,  we  see  no  reason  for  restricting  the  use  of  FOG  or  CCF  in  the  fish- 
eries in  which  our  fleet  currently  operates. 

We  are  also  concerned  about  arbitrary  limits  on  the  programs  that  are  not  reflec- 
tive of  the  economic  needs  (and  business  opportunities)  oi  the  borrower.  In  this  re- 
gard, the  language  in  the  Appropriations  Conference  Committee  Report  seems  the 
most  reasonable  approach  to  an  FOG  program  policy.  We  urge  that  the  agency  fol- 
low its  directives  rather  than  some  other  more  limiting  policies.  We  would  even  hope 
that  NMFS  continues  its  practice  of  knowing  intimately  the  people  and  the  fisheries 
which  utilize  the  two  programs  to  tailor  their  services  to  the  needs  of  the  consumer. 
By  conducting  its  business  in  this  manner,  NMFS  will  continue  to  have  sound  finan- 
cial assistance  programs  over  the  long  term. 

SUMMARY  AND  CONCLUSIONS 

We  believe  the  case  can  be  made  that  the  FOG  and  CCF  programs  administered 
by  NMFS  have  been  positive  for  the  fishing  industry  and  for  the  nation  generally, 
without  subsidy  or  major  cost  to  the  taxpayers.  These  programs  are  particularly  im- 
portant in  an  industry  such  as  ours  that  is  subject  to  changing  economic  conditions 
and  foreign  competition,  not  to  mention  changing  Federal  laws  restricting  the  man- 
ner in  which  our  vessels  must  operate. 

We  also  hope  that  this  Committee  will  focus  on  ways  in  which  these  and  other 

Programs,  which  do  not  create  great  new  costs  for  the  government,  can  be  used  to 
elp  our  industry  to  complete.  For  example,  the  liberal  compensation  system  for 
Jones  Act  seamen  sets  us  apart  from  the  rest  of  the  world  and  imposes  health  care, 
litigation,  and  compensation  costs  that  are  enormous  by  any  standard.  Liability  and 
hull  insurance  premiums  and  deductibles  have  escalated  by  600-700  percent  over 
the  past  seven  years.  Today,  a  combined  annual  premium  for  both  polices  averages 
approximately  $500,000  per  purse  seine  vessel.  Moreover,  the  number  of  insurers 
is  declining  and  there  are  now  only  two,  non-  U.S.  underwriters  for  hull  and  ma- 


*  Consolidated  Financial  Statement  for  the  Fishing  Vessel  Obligation  Guarantee  Program,  De- 
partment of  Commerce,  September  30,  1992,  p.  6. 

sSee,  for  example,  50  C.F.R.  Part  251,  Subpart  B,  and  50  C.F.R.  §259.32. 

*Our  Living  Oceans,  Report  on  the  Status  of  U.S.  Living  Marine  Resources,  Department  of 
Commerce,  1992,  p.  96. 
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chinery  insurance.  These  kinds  of  problems  need  to  be  investigated  by  this  Commit- 
tee with  a  view  to  helping  establish  policies  that  support  American  industries. 

In  the  tuna  industry,  for  better  or  for  worse,  Federal  policies  greatly  influence  the 
conduct  of  our  business.  Whether  it  is  trade,  access  to  fishing  grounds,  labor  rates, 
tuna/dolphin  restrictions,  compensation  tor  seamen,  taxes,  or  the  score  of  other  laws 
and  regulations  which  afTect  our  bottom  line,  we  cannot  escape  the  hand  of  the  Fed- 
eral government.  We  believe  that  our  economic  success  is  beneficial  to  the  country 
in  terms  of  jobs,  tax  revenues,  and  related  business  activity.  We  hope  that  the  Com- 
mittee continues  to  see  the  tuna  industry  in  that  light  and  supports  policies  that 
help  us  be  successful. 

Thank  you  for  your  attention  and  the  opportunity  to  testify  today. 

Senatx)r  Kerry.  Thank  you  very  much.  Mr.  Leape, 

STATEMENT  OF  GERALD  B.  LEAPE,  LEGISLATIVE  DIRECTOR, 

GREENPEACE 

Mr.  Leape.  Thank  you,  Mr.  Chairman.  My  name  is  Gerald 
Leape.  I  am  grateful  for  the  opportunity  to  present  the  views  not 
only  of  Greenpeace  but  of  the  Marine  Fish  Conservation  Network 
on  the  reauthorization  of  the  Magnuson  Act. 

I  want  to  note  our  appreciation  for  your  commitment,  with  this 
hearing  as  a  signal  of  your  commitment  toward  a  timely  reauthor- 
ization of  the  act.  The  Marine  Fish  Conservation  Network  consists 
of  25  conservation  and  fishing  organizations  that  have  come  to- 
gether around  a  common  objective  to  make  conservation  of  the  re- 
source the  driving  force  in  U.S.  fisheries  management. 

The  steering  committees  of  this  organization — World  Wildlife 
Fund,  CMC,  the  National  Audubon  Society,  Greenpeace,  and  the 
National  Coalition  for  Marine  Conservation — are  committed  not 
only  to  a  strong  reauthorization  but  to  building  a  new  Nationwide 
constituency  for  fish  and  the  future  of  our  fishing  industry. 

At  the  end  of  my  statement  there  is  a  copy  of  the  network  agen- 
da for  the  reauthorization.  As  the  Federal  financial  picture 
tightens,  we  think  it  is  important  to  assess  priorities  for  the  de- 
creasing dollars  available  for  fish  conservation  and  management. 
After  assessing  their  priority  obligations  related  to  fish,  it  will  be 
important  for  all  of  us  to  work  together  creatively  to  ensure  that 
there  is  adequate  funding  to  ensure  the  long-term  viability  of  our 
fishing  industry  and  the  fish. 

Among  the  challenges  facing  us  will  be  to  look  at  currently  avail- 
able sources  of  funding  and  use  them  to  the  fullest  extent  possible. 
In  addition,  it  is  important  to  look  at  related  funds  to  see  if  there 
is  a  way  to  alter  the  mission  to  fit  the  new  priorities  of  fisheries 
management,  some  of  which  has  been  talked  about  today. 

Finally,  it  may  be  necessary  to  create  new  funds  that  can  operate 
outside  of  the  appropriations  process,  a  revolving  fund  or  some- 
thing similar  to  ensure  that  the  new  funds  paid  in  for  by  the  fish- 
ers or  others  are  returned  for  the  services  for  which  they  are  in- 
tended. 

We  feel  that  the  priority  for  Federal  dollars  under  Magnuson 
should  be  for  research  into  status  and  trends  of  fish  populations  as 
a  long-term  measure  and  for  conservation  engineering  programs  to 
work  with  the  industry  to  develop  more  selective  gear  to  catch  the 
fish  and  reduce  bycatch.  In  addition,  the  Marine  Fish  Conservation 
Network  believes  that  all  people  who  are  forced  out  of  work  should 
be  treated  fairly. 
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To  date  as  a  network  we  have  not  come  out  for  or  against  specific 
assistance  programs  related  to  the  fishing  industry.  However,  if 
this  committee  decides  to  include  specific  language  with  amend- 
ments to  the  Magnuson  Act,  we  would  like  to  share  with  the  com- 
mittee some  thoughts,  and  I  have  included  some  questions  in  my 
written  statement  which  I  will  not  bother  to  repeat  nere. 

In  addition,  there  may  be  the  temptation  to  use  the  need  for  a 
compensation  package  or  assistance  package  of  some  sort  as  an- 
other reason  to  support  the  immediate  institution  and  implementa- 
tion of  individual  transferable  quotas  and  to  sell  them  as  a  way  of 
raising  revenue.  There  are  far  greater  questions  that  have  been 
raised  about  ITQ's,  and  we  would  oppose  any  effort  to  link  the  two 
events. 

We  also  believe  that  any  assistance  package  should  contain  safe- 
guards to  ensure  no  further  exploitation  of  the  affected  resource. 
There  are  a  number  of  examples  out  there  that  could  be  looked 
at — labor  union  insurance  funds.  The  State  of  California  has  been 
implementing  their  gillnet  initiative  of  a  couple  of  years  ago  where 
they  have  come  up  with  a  comprehensive  package  of  assistance 
which  I  think  may  provide  a  good  model. 

In  addition,  there  are  long-term  issues  that  are  important  toward 
strengthening  the  economic  health  of  our  fishing  industry.  One  is, 
this  committee  really  needs  to  address  the  issue  of  bycatch  during 
the  reauthorization. 

The  current  efforts  by  the  industry  are  laudable,  but  they  con- 
centrate more  on  full  utilization  of  the  resource,  which  does  not  re- 
duce the  impact  on  the  fish  populations  themselves,  and  in  addition 
it  gets  the  lowest  possible  value  out  of  the  public  resource,  which 
is  lowballing  the  millions  of  dollars  we  could  be  getting  out  of  our 
fish  resources. 

In  addition,  we  believe  that  this  committee  needs  to  address  the 
question  of  overfishing,  and  instead  of  it  just  being  a  guideline  it 
should  be  mandatory  on  the  council  level,  but  we  may  need  to  do 
something  within  the  Magnuson  Act  to  ensure  that  that  comes 
across. 

Senator  Kerry.  How  would  you  make  it  mandatory? 

Mr.  Leape.  Well,  I  would  take  a  look  at  the  standards  and  pos- 
sibly include  some  language  in  there  that  requires — first  of  all  that 
the  councils  come  up  with  definitions  of  overfishing  that  fit  their 
fisheries,  and  that  may  be  done  in  consultation  with  independent 
scientific  bodies  or  available  scientists,  because  you  cannot  come  up 
with  one  definition  of  overfishing,  but  once  a  definition  has  been 
developed  for  each  region,  then  there  could  be  requirements  within 
the  act  that  say  you  must  prevent  overfishing  and  show  how  you 
are  preventing  overfishing  in  your  plans. 

Finally,  we  feel  that  there  is  a  need  to  address  the  question  of 
conflicts  of  interest  in  the  councils.  The  fact  is,  I  think  it  has  gone 
further  than  the  committee  originally  intended  when  it  was  en- 
acted 17  years  ago,  and  I  think  there  are  a  number  of  questions 
in  there  about  those  who  are  making  decisions  directly  affecting 
the  resource  being  the  dominating  force  rather  than  just  part  of  the 
debate,   and   we   would  urge   this   committee   to   include   nonuser 

P'oups  as  voting  voices  on  the  council.  At  this  point  I  will  stop  and 
am  prepared  to  answer  any  questions.  Thank  you. 


43 

Senator  Kerry.  Thank  you  very  much.  We  are  going  to  leave  the 
record  open  for  your  full  statements  for  those  of  you  who  did  not 
deliver  your  full  statements  so  they  can  be  placed  in  the  record  as 
if  read. 

We  are  on  the  back  end  of  a  vote  here.  Then  we  have  another 
vote.  I  will  recess  for  a  brief  period  of  time  and  get  back  as  soon 
as  I  can  to  ask  a  quick  round  of  questions. 

So,  if  you  could  just  sit  tight,  I  would  appreciate  it.  We  will  just 
stand  in  recess. 

[A  brief  recess  was  taken.] 

Senator  Kerry.  We  will  try  to  wrap  this  up  as  rapidly  as  we  can. 

Having  listened  to  each  of  your  statements,  I  want  to  come  back 
quickly  to  the  general  picture  here. 

Let  me  ask  you  first,  Mr.  Avila,  as  a  captain  and  a  practitioner, 
what  would  make  the  most  difference  to  you  right  now?  What  you 
accept  and  your  fishermen  accept  is  that  we  must  do  something; 
correct? 

Mr.  AviLA.  Correct. 

Senator  Kerry.  And  your  recommendation  is  less  days  at  sea.  Is 
that  correct? 

Mr.  AviLA.  Correct.  We  are  going  to  have  to  go  to  that. 

Senator  Kerry.  What  is  the  impact? 

Mr.  Avila.  Well,  the  impact — we  get  paid  by  the  days  we  put  in 
sea.  We  do  not  catch  any  fish  at  the  dock.  So,  every  day  that  we 
are  not  at  sea,  we  are  not  working.  We  are  not  losing  any  money. 
And  the  more  days  we  are  going  to  have  to  take  out  that,  the  less 
money  we  are  going  to  earn. 

It  is  going  to  mean  a  great  impact  to  the  fishermen.  What  we 
would  like  is  an  economic  package  that,  instead  of  this  money 
going  to  the  universities  or  to  going  to  Woods  Hole  or — that  some 
of  these  boats  get  hired  to  take  the  scientists  out  to  collect  the  data 
with  our  gear,  the  gear  we  know  works  and  show  people  what  is 
there. 

Senator  Kerry.  So,  in  other  words,  one  solution  is  to  become  part 
of  the  science  gathering  process. 

Mr.  Avila.  Exactly. 

Senator  Kerry.  That  is  fair  enough.  What  else?  Does  that  take 
care  of  everybody? 

Mr.  Avila.  No,  no.  That  does  not. 

Senator  Kerry.  So,  what  do  we  do  for  the  other  folks,  if  any- 
thing? Some  people  would  argue  that  this  is  a  business.  You  invest 
in  the  business,  you  get  a  boat,  and  you  go  fishing. 

It  is  like  going  out  and  deciding  to  invest  in  construction.  You  in- 
vest in  equipment,  in  real  estate,  or  in  a  new  plant  for  new  tech- 
nology. If  you  have  a  product  you  can  sell,  terrific.  If  the  market 
is  not  there,  that  is  your  problem.  You  are  in  the  fishing  business. 
What  do  you  say  to  that? 

Mr.  Avila.  Well,  what  I  would  say  to  that?  Well,  when  I  made 
the  decision  to  invest  in  my  business,  I  invested  everything  I 
owned.  I  put  a  mortgage  on  my  cat,  dog,  house,  wife,  kids.  And  that 
was  my  decision. 

Senator  Kerry.  Which  one  brought  you  the  most  collateral? 
[Laughter.] 
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Mr.  AviLA.  Anything  I  could  mortgage,  I  put  a  mortgage  on,  be- 
cause I  decided  to  go  into  business.  I  did  not  come  and  ask  the  Fed- 
eral Government  for  a  penny.  Until  today,  I  have  never  asked  the 
Federal  Government  for  a  penny. 

Senator  Kerry.  And  what  has  changed? 

Mr.  AviLA.  Because  when  the  institution  of  the  Hague  line  went 
into  effect  or  a  200-mile  limit,  the  Federal  Government  came  down 
and  told  everybody,  things  are  going  to  be  rosy.  Everybody  should 
own  a  few  fishing  boats,  even  if  you  do  not  go  fishing. 

Senator  Kerry.  So,  what  you  are  saying  is  that  the  Federal  Gov- 
ernment made  a  policy  that  effectively  encouraged  people  to  be- 
come your  competitors  and  has  now  taken  away  your  livelihood  to 
a  degree. 

Mr.  AviLA.  And  it  has  taken  away  my  livelihood,  exactly.  That 
is  what  I  am  saying. 

Senator  Kerry.  Does  that  mean  that  there  should  be  a 
grandfathering  somehow,  that  you  do  not  let  the  new  boats 

Mr.  AviLA.  No.  I  am  against  the  limited  entry  or  grandfather.  I 
think  everybody  has  the  right.  But  everybody  should  have  the  right 
on  the  same  playing  field.  That  is  what  I  am  saying. 

Senator  Kerry.  Mr.  White  or  Mr.  Walsh,  do  you  want  to  add 
anything  on  this? 

Mr.  White.  I  think  our  biggest  problem  in  the  gulf  is  access  to 
capital  and  financing.  Because  of  the  experience  of  the  industry  in 
the  past,  there  is  a  reluctance  for  lenders  to  get  involved  now. 

Other  problems  we  continue  to  see  include  costs  going  up  and 
new  regulations  being  put  in  place.  I  think  there  is  a  role  for  the 
credit  guarantee  programs  to  play. 

We  also  have  a  real  need  for  research  programs  that  could  help 
us  meet  requirements  like  gear  requirements  and  this  thing.  Our 
industry  is  very,  very  fragmented.  Zapata  is  an  exception.  We  are 
a  vertically  integrated  corporation. 

The  typical  fisherman  in  the  gulf  and  the  South  Atlantic  is  a 
mom-and-pop  operation,  one  guy,  one  boat.  No  way  can  they  get 
the  resources  to  do  the  kind  of  R&D  we  need  to  do. 

That  is  why  we  feel  so  strongly  about  Sal  ton  stall-Kennedy.  It 
gives  the  industry  a  way  to  work  on  the  problems  it  needs  collec- 
tively. 

If  we  were  steel  or  autos  or  something,  we  could  finance  these 
kind  of  programs  by  ourselves.  But  we  are  not. 

Senator  Kerry.  What  would  be  the  effect  in  the  gulf  if  there  is 
a  delay  in  funding  for  the  Saltonstall-Kennedy  program? 

Mr.  White.  I  think  it  would  be  devastating  to  projects  we  have 
in  the  works.  At  minimum,  it  would 

Senator  Kerry.  What  kinds  of  projects,  for  instance? 

Mr.  White.  The  bycatch  study  that  we  have  going  right  now, 
which  is  a  much  needed  federally  mandated  bycatch  study  only 
now  getting  started,  2  or  3  years  late. 

Senator  Kerry.  So,  you  are  saying  that  NOAA's  delay  alone  is 
going  to  have  a  negative  impact? 

Mr.  White.  If  the  delay  goes  on  much  longer,  the  foundation  will 
have  to  close  its  doors.  And  with  us  will  go  a  number  of  projects 
down  the  drain. 
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Senator  Kerry.  That  is  pretty  serious.  I  understand  many  of  the 
fishermen  in  the  Southeast  are  "mom-and-pop"  operators,  as  you 
say.  Do  they  have  the  cashflow  to  get  into  the  CCF  program? 

Mr.  White.  No,  sir.  It  was  hardly  used  at  all  in  our  part  of  the 
country. 

Senator  Kerry.  Do  you  have  any  suggestions  as  to  how  one 
might  reorganize  that  or  restructure  it? 

Mr.  White.  I  think  the  CCF  program 

Senator  Kerry  [continuing].  Does  not  lend  itself  to  you  folks, 
anyway? 

Mr.  White.  Probably  not  to  the  size  of  operations  we  have.  I 
mean,  it  is  the  sort  of  thing  that  probably  benefits  Zapata  Corp., 
but  not  Boudreaux  and  Hebert,  the  fisermen  on  the  bayou. 

Senator  Kerry.  In  terms  of  your  stock  problems,  where  do  you 
think  you  are  heading? 

Mr.  White.  I  think  we  are  seeing  recoveries  in  a  number  of  them 
that  are  being  managed.  Redfish  seem  to  be  coming  back,  I  under- 
stand. 

Menhaden,  of  course,  is  the  one  that  I  really  know  about  and 
that  still  seems  to  be  a  very  stable  and  steady  source.  But  there 
are  different  degrees  of  need  in  different  of  the  fisheries. 

Senator  Kerry.  Could  the  menhaden  industry  benefit  from  the 
various  export  programs  discussed  today? 

Mr.  White.  We  have  tried  to  use  the  export  programs  for  our  fish 
oil  products,  but  unfortunately  we  cannot  find  anybody  who  wants 
to  buy  them. 

Senator  Kerry.  So,  it  is  the  same  problem — Public  Law  480. 

Mr.  White.  And  our  principal  product,  fish  meal,  we  can  sell  all 
of  it  here  in  the  United  States. 

Senator  Kerry.  How  have  the  management  steps  taken  down 
your  way  affected  the  fishing  industry?  Did  you  lose  fishermen? 

Mr.  White.  Without  question.  We  have  seen  an  overall  shrinkage 
of  people  in  the  various  fisheries  that  we  have  over  recent  years, 
in  part  because  of  management,  I  think,  and  in  part  just  from  eco- 
nomic conditions. 

Senator  Kerry.  What  is  your  reaction  to  the  predicament  of  the 
Northeast? 

Mr.  White.  It  sounds  a  lot  like  some  of  the  problems  we  are  hav- 
ing. The  fisheries  are  different  because  the  ocean  conditions  are  dif- 
ferent and  the  species  are  different.  But  it  really  sounds  very  simi- 
lar to  me. 

The  program  that  you  set  up  last  year  struck  me  as  one  that 
might  be  very  useful  in  the  southeast  as  well. 

Senator  Kerry.  Mr.  Walsh,  the  tuna  industry  is  one  we  have 
gone  around  and  around  with,  as  you  know,  through  the  years.  I 
wonder  if  there  is  any  solution  that  you  are  aware  of,  that  might 
deal  with  the  question  of  risk  associated  with  lending  for  Eastern 
Pacific  fishing  versus  Western  Pacific?  In  addition,  do  you  have  in 
mind  a  way  that  could  draw  those  boats  back  to  the  eastern  Pacific 
without  opening  ourselves  up  to  the  purse  seine  problems  again? 
Or  is  it  just  a  closed  issue? 

Mr.  Walsh.  Well,  I  would  think  politically  it  is  a  closed  question. 
I  know  my  colleague  at  the  other  end  of  the  table 

Senator  Kerry.  But  that  is  known  for  sure. 
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Mr.  Walsh.  But  I  think  is  there  is  a  technological  solution  which 
in  fact  does  not  result  in  any  incidental  and  it  is  not  just  mortal- 
itv — it  is  harassment  in  terms  of  the  policy  that  is  now  a  matter 
of  law — then  it  is  possible  for  the  vessels  to  come  back.  But  we  do 
not  foresee  that  in  the  near  future.  There  have  been  some  attempts 
made,  but  I  would  think  we  are  skeptical  that  we  are  going  to  be 
able  to  break  that  bond  without  some  sort  of  harassment. 

Senator  Kerry.  Now  let  me  ask  you.  OPIC  has  helped  fund  proc- 
essing plants  in  the  islands  of  the  Western  Pacific;  correct? 

Mr.  Walsh.  I  believe  they  have.  I  have  not  been  intimately  in- 
volved. My  colleague,  Dave  Birney,  has.  But  yes,  in  those  countries 
which  are  not — where  they  are  part  of  the  treaty  area  out  there, 
they  would  be  covered  by  OPIC  insurance  and  programs.  So,  those 
investments  would  be  protected. 

Senator  Kerry.  Some  people  would  say  that  the  Overseas  Pri- 
vate Investment  Corporation  is  helping  create  jobs  and  processing 
capacity  in  the  Western  Pacific.  Could  OPIC  be  used  to  improve  the 
processing  capacity  in  Gloucester  and  New  Bedford  where  we  could 
use  a  few  jobs  too? 

Mr.  Walsh.  Well,  different — I  understand  that  apples  and  or- 
anges would  be  my  response,  but 

Senator  Kerry.  No.  Thev  are  different  fish,  and  it  is  a  different 
locale.  But  the  concept  is  tne  same,  if  we  have  processing  problems 
here. 

Mr.  Walsh.  Well,  the  difference,  the  major  difference  with  OPIC, 
with  OPIC,  is  that  the  political  stability  of  this  country  simply  does 
not  compare  to  certain  target  countries  where  investors  are  going 
to  go. 

They  do  not  have  the  stability  from  a  wide  range  of  issues,  not 
just  political  but  economic.  And  so  the  purpose  of  OPIC  is  to  pro- 
vide security  for  risks  if  you  are  going  to  go  into  a  place  like  Papua- 
New  Guinea,  Carabas,  some  of  these  small  island  countries  which 
have  not  seen  major  development  and  would  like  to  see  it.  And  we 
would  like  them  to  have  it. 

Senator  Kerry.  From  my  perspective,  if  the  credit  and  the  proc- 
essing technologies  are  sufficient  to  create  a  profit-running  organi- 
zation, it  makes  you  ask  the  question  of  why  we  cannot  create  a 
system  that  works  here  as  OPIC  has  worked  overseas? 

Mr.  Walsh.  I  suppose  we  could.  My  experience  with  these  pro- 
grams goes  a  long  way.  I  first  came  to  work  for  this  committee  20 
years  ago  to  handle  these  programs.  Then  I  was  at  NOAA  and  I 
administered  these  programs. 

And  I  would  echo  what  others  have  said,  there  seems  to  be  a 
fisheries  issue  which  is  different,  flowing  from  the  fact  that  it  is  a 
common  property  resource.  And  it  affects  not  only  the  harvesting 
sector,  but  it  also  affects  the  processing  sector. 

Now  some  industries  and  some  fisheries  and  some  regions  have 
been  able  to  conquer  these  fundamental  problems  in  better  ways 
than  others.  But  we  continually  have  cycles.  Some  of  them  are 
caused,  for  example,  like  the  crab  crash  in  Alaska  in  the  late  sev- 
enties or  what  has  happened  in  other  fisheries,  which  intrinsically 
keep  people  away  from  the  fishing  industry- 

When  I  started  work  on  the  200-mile  limit  legislation,  there  was 
not  a  bank  in  New  England  that  would  loan  to  a  fisherman.  When 
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we  passed  the  200-mile  limit  legislation,  the  number  of  the  boats 
in  the  New  England  fishery  when  I  was  working  on  that  fishery, 
tripled. 

Bankers  were  quitting  their  jobs  and  buying  fishing  boats.  And 
there  was  a  real  dramatic  change  in  the  effort  level  from  1977  to 
about  1981  that  just  was  so  strong  and  so  powerful  that  the  forces 
were  put  in  place  during  those  years  which  affect  what  is  happen- 
ing today. 

That  quick  change  from  no  lending  to  all  of  a  sudden  sold  of  gold 
rush  mentality  is  hard  to  restrict  in  fisheries.  In  fact,  I  think  it  is 
hard  to  restrict  in  many  economic  areas.  But  it  has  been  particu- 
larly pronounced  and  it  is  a  continuing  problem. 

People  get  hurt  at  the  wrong  end,  at  the  tail  of  the  program. 
That  has  been  hard. 

Senator  Kerry.  What  would  your  response  be,  given  the  experi- 
ence you  have  had  over  the  years  with  these  issues,  to  the  problem 
currently  facing  the  New  England  area? 

Mr.  Walsh.  My  sense  is  tnat  is  a  fishery  that  is  not  unlike,  for 
example,  the  salmon  fisheries  in  which  Indian  tree  rites  were  rec- 
ognized in  the  State  of  Washington. 

Congress,  in  the  early  eighties  then  passed  by  buy-back  program. 
It  is  a  chronic,  serious  problem  that  unless  you  find  some  relief  to 
reduce  the  amount  of  effort  and  to  help  the  individual  fisherman. 

In  the  State  of  Washington,  you  took  a  population  of  Indians  that 
were  3  percent  of  the  population  and  gave  them  50  percent  of  the 
fish  that  foreclosed  47  percent  of  the  fishermen  in  a  very  short  pe- 
riod of  time.  Congress  decided  that  a  buy-back  program  was  appro- 
priate. I  think  it  has  got  to  be  coupled  with  other  effort  limitations. 

Conservation  in  any  fishery  is  absolutely  the  first  bottom  line  es- 
sential element.  Once  you  get  that  in  place,  you  have  got  to  make 
sure  it  does  not  go  out  of  control. 

But  I  think  buy-back  would  be  one  of  the  best  things  to  think 
about. 

Senator  Kerry.  What  do  you  think,  Mr.  Leape,  from  the  perspec- 
tive of  the  conservation  groups? 

Mr.  Leape.  Well,  first  of  all,  I  would  like  to  associate  myself  with 
Mr.  Walsh  on  conservation,  his  last  remark. 

Earlier  you  said,  there  was  some  talk  about  S-K  funding  and  I 
wanted  to  reinforce  our  support  for  it  and  our  working  with  the  in- 
dustry to  try  and  get  it  restored. 

We  think  that  as  part  of  the  answer  we  need  to  find  real  solu- 
tions, to  do  that,  there  needs  to  be  cooperative  efforts.  The  industry 
needs  to  be  a  part  of  it  if  we  are  going  to  find  solutions.  I  think 
that  will  only  help  a  small  portion  of  them,  but  I  think  they  will 
use  these  new  gears  if  they  are  a  part  of  developing  them. 

And  I  was  just  down  in  the  Gulf  of  Mexico  where  they  have  been 
developing  bycatch  reduction  devices  that  are  having  effect  in  lim- 
ited areas.  That  is  because  they  worked  with  the  industry  from  the 
beginning  so  the  devices  are  being  used.  I  found  that  very  encour- 
aging. 

But  I  think  whether  the  sentiments  expressed  earlier  are  exactly 
right,  any  assistance  measures  we  go  forth  with  need  to  go  hand 
in  hand  with  efforts,  procedures  to  limit  effort.  Because  otherwise, 
we  are  really  not  attacking  the  problem. 
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Senator  Kerry.  What  about  individual  transferable  quotas,  do 
you  oppose  them? 

Mr.  Leape.  At  this  time,  because  there  are  too  many  questions 
that  need  to  be  answered,  we  would  favor  a  waiting  period  before 
accepting  ITQ's.  One  of  our  concerns  with  privatization  from  ITQ's 
is  the  loss  of  accountability. 

If  we  could  maintain  them  in  the  hands  of  single  fisherman,  that 
would  be  very  reassuring  for  us,  because  we  have  ^eat  faith  in 
their  care  for  the  resource.  But  what  we  have  found  m  the  case  of 
individual  transferrable  quotas,  is  they  end  up  in  the  hands  of 
large  transnational  corporations  who  have  less  of  a  sensitivity  for 
the  resource  and  are  able  to  overfish  one  area  and  move  on. 

Senator  Kerry.  Do  you  think  the  science  is  good  enough  in  terms 
of  the  decisions  on  stocks? 

Mr.  Leape.  No. 

Senator  Kerry.  Mr.  White. 

Mr.  White.  No,  I  do  not  think  it  is  at  all. 

Senator  Kerry.  Mr.  Walsh. 

Mr.  Walsh.  No,  no  way. 

Senator  Kerry.  Mr.  Avila. 

Mr.  Avila.  No. 

Senator  Kerry.  What  do  we  have  to  do  to  get  adequate  science 
so  that  we  are  making  smart  fishery  management  decisions? 

Mr.  White.  Well,  we  need  to  go  forward  with  some  of  the  re- 
search projects  that  are  on  the  books  right  now.  And  again,  the 
bycatch  study  is  the  main  one  that  we  have  been  involved  in  and 
that  is  the  bycatch  and  the  shrimp  industry. 

There  is  a  program  laid  out  to  conduct  that  very  in-depth  study 
that  was  mandated  by  the  Congress,  but  there  is  no  funding  to  do 
it.  We  are  attempting  to  get  that  taken  care  of  now. 

And  we  are  facing  a  situation  where  the  Magnuson  councils  are 
going  to  be  making  decisions  on  what  to  do  with  the  shrimp  fishery 
with  a  total  lack  or  good  science. 

Senator  Kerry.  Is  there  too  much  emphasis  within  the  FOG  and 
CCF  programs  on  new  construction,  or  do  you  think  that  they  are 
well  managed? 

Mr.  White.  My  understanding  is  the  new  rules,  at  least  for  the 
FOG  program,  preclude  new  construction  at  this  point.  I  do  not 
know  about  CCF. 

Senator  Kerry.  So,  you  are  content  that  we  do  not  have  the 
wrong  incentive  at  this  point  in  time? 

Mr.  White.  That  would  be  my  evaluation. 

Senator  Kerry.  I  have  to  run  to  a  Democratic  caucus  here  mo- 
mentarily. Is  there  any  advice  or  suggestions  that  any  of  you  would 
like  to  offer  before  we  wrap  this  up  that  you  think  would  have  a 
salutary  impact  on  financing  fisheries  restoration? 

Anybody  want  to  tackle  it?  Mr.  Walsh. 

Mr.  Walsh.  Mr.  Chairman,  I  think  that  with  respect  to  the  FOG 
program,  which  has  been  an  important  one  across  the  industry, 
that  the  future  is  that  it  has  got  to  pay  its  way. 

And  as  you  can  see,  there  is  a  debate  between  the  people  who 
run  the  program  and  those  that — part  of  the  program  is  in  the 
NMFS  overhead,  part  of  it  is  funded  by  their  actual  loan  program, 
the  financing  part,  the  liquidating  part. 
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I  think  one  way  is  to  way  it  stronger  by  cutting  the  cost  of  bor- 
rowing money.  Let  the  National  Marine  Fishery  Service  go  through 
the  Federal  financing  bank  to  issue  their  securities,  thereby  in- 
creasing— thereby  reducing  their  cost  and  increasing  their  net 
worth.  I  think  that  is  a  very  workable  thing  that  can  be  done  very 
quickly,  simply  by  changing  the  restriction  which  I  do  not  under- 
stand how  it  ever  got  there  in  title  XL 

That  would  be  one  way. 

Senator  Kerry.  Anybody  else? 

Mr.  White.  I  would  agree  with  Mr.  Walsh  on  that.  And  I  guess 
I  would  like  to  draw  a  line  under  something  that  you  asked  me  ear- 
lier, which  is  I  am  very  concerned  about  continuity  in  the 
Salton stall-Kennedy  program. 

Senator  Kerry.  I  understand  that. 

Mr.  White.  That  is  an  important  tool  for  us. 

Senator  Kerry.  I  drew  that  from  your  answer,  and  I  think  it  is 
an  important  point. 

Well,  I  want  to  thank  you.  This  is  a  troubling  area  because  the 
transitions  in  the  Departments  and  attitudes  seem  to  stand  in  the 
way  consistently  of  real  progress.  We  seem  to  respond  in  fits  and 
starts.  And  we  make  a  little  progress,  then  problems  crop  up  some- 
where else. 

My  hope  is  that  we  can  get  a  lot  of  these  issues  resolved  this 
vear  witn  reauthorization  of  the  Magnuson  Act.  I  think  we  are 
building  a  pretty  good  consensus  on  what  we  have  to  do  and  what 
we  should  not  change. 

So,  hopefully,  that  process  will  be  strengthened  yet  again,  and  I 
hope  the  new  leadership  at  NMFS  and  NOAA  will  help  produce 
some  solutions. 

Mr.  Avila,  we  are  going  to  follow  up  on  last  week's  sudden  fish- 
ery closure.  You  can  go  back  and  tell  the  fishermen  that  we  will 
schedule  a  meeting  so  we  can  really  begin  to  deal  with  this  prob- 
lem. I  look  forward  to  working  with  you,  John  Bullard,  and  others 
to  see  how  rapidly  we  can  try  to  get  some  consensus  to  resolve 
problems  and  to  avoid  a  repeat  of  last  week. 

Mr.  Avila.  Thank  you  very  much. 

Senator  Kerry.  So,  I  thank  you  all  very  much  for  coming  and 
taking  the  time.  It  has  been  helpful.  And  we  will  proceed  from 
here. 

We  stand  adjourned. 

[Whereupon,  at  12:25  p.m.,  the  hearing  was  adjourned.] 


APPENDIX 


Prepared  Statement  of  Brad  Oilman,  on  Behalf  of  All  Alaskan  Seafoods, 

Inc. 

The  following  are  the  written  comments  of  All  Alaskan  seafoods.  Inc.  regarding 
the  Fishing  Vessel  Obligation  Ouarantee  Program  (the  "FVOG  Program").  These 
comments  are  being  submitted  to  assist  the  National  Ocean  Policy  Study  ("NOPS") 
in  its  continuing  oversight  or  Federal  programs  designed  to  promote  the  U.S.  fishing 
industry.  They  deal  with  the  following  topics:  (1)  the  administrative  moratorium  im- 
posed by  the  Department  of  Commerce  on  new  FVOG  loan  guarantees;  (2)  the  "sub- 
sidy rate"  assigned  to  the  FVOG  Program  by  the  Ofiice  of  Management  and  Budget 
pursuant  to  the  Federal  Credit  Reform  Act;  and  (3)  a  proposal  to  require  that  the 
FVOG  Program  directly  pay  for  the  administrative  expenses  through  its  fee  and 
other  revenues. 

loan  guarantee  moratorium 

In  1992  the  Department  of  Commerce  implemented  a  moratorium  on  any  new 
guaranteed  loan  applications  due  to  concerns  that  FVOG  Program  financing  may  be 
contributing  to  the  overcapitalization  of  the  fisheries.  This  issue  was  specifically 
considered  by  the  House  and  Senate  Appropriations  Conferees  for  the  State,  Justice, 
Commerce  Appropriations  subcominittee.  In  Conference  Report  102-918,  the  Con- 
ferees responded  to  the  Administration's  moratorium  as  follows: 

"The  conferees  do  not  agree  with  NOAA's  internal  policy  of  no  new  loan  guar- 
antees that  NOAA  adhered  to  in  fiscal  year  1992,  irrespective  of  the  economic 
feasibility  of  each  individual  application.  This  policy  was  based  on  an  incorrect 
assumption  that  these  loan  guarantees  aggravate  the  overcapitalization  of  the 
fishing  industry.  There  are,  however,  appropriate  uses  of  the  program  which  do 
not  result  in  overcapitalization,  including:  the  refinancing  of  existing  debt;  the 
renovation  and  repair  of  existing  vessels  and  facilities;  the  construction  of  new 
shoreplants  for  underutilized  species  and  for  baste  reduction;  and  the  replace- 
ment of  obsolete  vessels  with  vessels  of  similar  size  and  harvesting  capacity. 
The  funding  provided  for  fiscal  year  1993  should  be  utilized  accordingly. 

"The  FVOG  Program  managers  are  to  continue  to  conduct  an  extensive  due 
diligence  review  to  assess  the  iisks  associated  with  each  individual  applicant. 
The  conferees  intend  that  those  applicants  who  meet  the  existing  due  diligence 
standards  should  be  granted  loan  guarantees,  subject  only  to  the  annual  fund- 
ing limitations  imposed  by  this  appropriation." 
In  response  to  the  instructions  of  the  Conferees,  NOAA  issued  a  new  policy  on 
December  21,  992  which  would  permit  new  loan  guarantees  for  the  following  cases: 
(1)  the  servicing  of  the  existing  FVOG  portfolio;  (2)  the  financing  of  processing  facili- 
ties which  significantly  use  underutilized  species;  (3)  the  refinancing  of  loans  for  ex- 
isting facilities  and  vessels;  and  (4)  the  financing  of  aquadulture  facilities  (a  new 
class  expressly  authorized  by  the  NOAA  Reauthorization  Act  of  1992).  Attached  is 
a  copy  of  the  new  policy  directive  for  your  review. 

It  is  unclear  at  this  time  whether  the  Department  of  Commerce  intends  to  comply 
with  the  instructions  of  the  Appropriations  Conferees  for  Fiscal  Year  1993.  Fishing 
companies  have  already  spent  considerable  time  and  effort  in  engaging  in  prelimi- 
nary consultations  with  their  lenders  and  preparing  the  materials  necessary  to  meet 
the  application  requirements.  We  are  therefore  making  the  following  recommenda- 
tion: 

Recommendation  1:  As  part  of  your  general  oversight  responsibilities,  NOPS 
should  request  immediate  clarification  from  the  Department  of  Commerce  that 
the  administrative  moratorium  has  been  lifted  and  that  all  future  applications 
will  be  judged  based  on  the  Program's  financial  standards. 

(51) 
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FCRA  SUBSIDY  RATE 

Despite  repeated  assertions  by  the  fishing  industry  to  the  contrary,  the  Depart- 
ment of  Commerce  has  continued  to  recommend  that  a  Federal  Credit  Reform  Act 
("FCRA")  subsidy  rate  continue  to  be  assigned  to  the  FVOG  Program.  In  Fiscal  Year 
1992,  the  Congress  appropriated  $1,000,000  as  an  FCRA  subsidy  rate.  In  Fiscal 
Year  1993,  the  Congress  appropriated  $470,000.  These  appropriations  were  made  in 
recognition  of  the  importance  of  the  FVOG  Program  to  industry  users,  notwith- 
standing continued  efforts  from  officials  at  the  Department  of  Commerce  to  termi- 
nate the  Program. 

The  Department  is  again  recommending  that  the  appropriation  for  an  FCRA  sub- 
sidy set-aside  not  be  made  in  order  to  terminate  the  FVOG  Program.  The  recently 
released  Consolidated  Financial  statement  for  the  Fishing  Vessel  Obligation  Guar- 
antee Program  (September  30,  1992)  should  make  this  issue  moot.  On  page  6  of  the 
statement,  the  Department  of  Commerce  recognizes  that  the  FVOG  program  has 
historically  had  no  FCRA  subsidy  cost.  Commerce  nonetheless  sought  to  justify  an 
arbitrary  subsidy  rate,  as  follows: 

"Even  though  the  FVOG  Program  historically  has  had  no  FCRA  subsidy  cost, 
the  FCRA  subsidy  cost  for  fiscal  year  1993  guaranteed  loans  was  estimated  at 
one  percent  in  order  to  conservatively  accommodate  long-term  future  contin- 
gencies that  are  not  precisely  quantifiable",  (emphasis  added) 
These  "long-term  future  contingencies"  no  longer  are  as  remote  as  Commerce  has 
portrayed  them  to  be.  The  Consolidated  Financial  statement,  page  5,  also  explains 
that  the  FVOG  Program  has  repaid  its  entire  working  capital  credit  line  held  with 
the  Treasury.  The  Program  is  free  and  clear  of  all  debt  to  the  Treasury.  The  Pro- 
gram has  total  assets  of  $19,957  261,  while  its  liabilities  were  $2,612,934  as  of  Sep- 
tember 30,  1992.  This  equates  to  a  net  position  of  $17,344,327. 

It  is  therefore  no  longer  appropriate  to  assign  an  FCRA  subsidy  rate  to  this  pro- 
gram. Such  an  action  requires  the  State,  Justice,  Commerce  Appropriations  sub- 
committee to  appropriate  FCRA  funds  when  such  funding  is  no  longer  necessary. 
Our  second  recommendation  is  as  follows: 

Recommendation  2:  NOPs  should  send  a  letter  to  the  Secretary  of  Commerce 
and  the  QMB  Director  requesting  a  modification  of  the  FCRA  subsidy  rate  to 
zero.  Consultations  with  the  senate  State,  Justice,  Commerce  Appropriations 
subcommittee  should  also  be  undertaken  so  that  an  inquiry  from  Appropriations 
occurs. 

SELF-SUFFICIENCY 

The  FVOG  Program  is  a  critical  tool  for  the  promotion  of  the  U.S.  fishing  indus- 
try. We  agree  with  critics,  however,  that  the  Program  needs  to  be  self-sustaining. 
Administrative  expenses  are  currently  funded  through  a  direct  appropriation,  while 
fee  revenues  are  deposited  in  the  various  FVOG  accounts  within  the  Federal  Ship 
Financing  Fund. 

Accountability  for  the  FVOG  Program  managers  can  best  be  achieved  by  requiring 
administrative  expenses  to  be  borne  directly  by  the  Program.  Program  managers 
would  be  cognizant  of  the  long-term  adverse  impact  on  their  program  and  their  jobs 
if  they  cannot  generate  sufficient  net  revenues  for  the  Program  administration.  A 
change  in  the  law  is  necessary  to  have  administrative  expenses  paid  directly  from 
Program  fees. 

Recommendation  3:  NOPS  should  include  an  amendment  to  Title  46  or  the  United 
States  Code  which  requires  chat  administrative  expenses  for  the  FVOG  Program  be 
paid  directly  from  Program  receipts.  Attached  is  draft  legislative  language  for  your 
consideration. 

We  are  pleased  to  have  this  opportunity  to  present  our  views  to  NOPS.  We  urge 
you  to  implement  these  recommendations  and  revive  an  important  program  which 
has  been  moribund  due  to  the  current  moratorium  on  loan  guarantees. 


PROPOSED  AMENDMENT  TO  TITLE  46 — (PROPOSED  CHANGES  TO  THE  LAW  IN  ITALICS) 

Amend  46  U.S.C.  1104(g)  to  read  as  follows: 

"{g)(l)  All  monies  received  by  the  Secretary  under  the  provisions  of  sections  1101- 
1107  of  this  title  shall  be  deposited  in  the  Fund". 

"(2)  With  respect  to  the  Fishing  Vessel  Obligation  Guarantee  Programs  the  ex- 
penses for  program  administration  shall  be  paid  directly  from  monies  received  by  the 
Secretary  from  Fund  balances". 
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MEMORANDUM  FROM  RAY  KAMMER  TO  WILLIAM  W.  FOX,  ASSICTANT  ADMINISTRATOR  FOR 

FISHERIES 

As  you  know,  we  established  a  policy  for  this  program  in  late  FY  1992,  which 
called  for  no  new  guarantees  except  for  servicing  NOAA's  existing  portfolio  and  for 
processing  facilities  which  significantly  use  underutilized  species.  Since  then,  lan- 
guage was  included  in  the  FY  1993  Appropriation  Conference  Report  and  the  NOAA 
Authorization  Act  which  directs  or  authorizes  NOAA  to  provide  obligation  guaran- 
tees in  a  number  of  areas.  I  have  examined  this  language  and  I  feel  comiortable 
with  the  following  policy  for  the  FVOG  Program. 

We  should  not  make  any  loans  or  loan  guarantees  scoreable  under  the  Federal 
Credit  Reform  Act  except  in  the  following  cases: 

(1)  for  servicing  our  existing  portfolio  (includes  financing  the  sale  of  acquired  col- 
lateral); 

(2)  for  financing  processing  facilities  which  significantly  use  underutilized  species; 

(3)  for  refinancing  of  loans  for  existing  facilities  and  vessels;  and 

(4)  for  financing  aquaculture  facilities. 

All  of  the  above  are  subject  to  the  due  diligence  requirements  and  underwriting 
standards  of  the  FVOG  Program. 

While  this  policy  is  not  verbatim  with  respect  to  the  Conference  Report  language, 
I  believe  that  this  is  a  reasonable  policy  to  pursue  at  this  time  and,  based  on  some 
degree  of  consultation,  an  acceptable  approach. 

f  also  believe  that  it  would  be  appropriate  at  this  time  to  develop  a  notice  for  the 
Federal  Register  stating  this  policy. 


[Excerpts  from  House  of  Representatives  Conference  Report  No.  102-918  may  be 
found  in  the  committee's  files.] 


Letter  From  L.P.  Massaro,  Acting  Administrator,  Department  of 

Agriculture 

June  23,  1993. 

Honorable  JOHN  F.  KERRY, 

U.S.  Senate, 

Washington,  DC    20510-6134 

Dear  Mr.  Chairman:  The  following  information  is  provided  in  response  to  ques- 
tions you  posed  during  the  hearing  you  chaised  on  June  8  regarding  Department 
of  Agriculture's  (USDA)  foreign  market  development  and  programs  which  support 
the  U.S.  commercial  fisheries  industry. 

The  Livestock  and  Seed  Division  of  the  Agricultural  Marketing  Service  is  respon- 
sible for  purchases  of  fish  products  for  the  National  School  Lunch  Program  and 
other  Federal  feeding  programs.  Enclosed  is  a  chart  that  summarires  fish  purchases 
over  the  last  several  years.  The  major  portion  of  purchases  are  conducted  under  Sec- 
tion 32  of  the  Act  of  1935  (P.L.  320),  which  encourages  the  domestic  consumption 
of  surplus  agricultural  products  to  help  stabilize  prices.  Most  products  are  distrib- 
uted to  the  National  School  Lunch  Program.  USDA  also  conducts  purchases  to  meet 
entitlement  needs  of  other  Federal  feeding  programs  such  as  the  Indians  on  reserva- 
tions, elderly,  and  indigents  through  emergency  feeding  programs. 

Whatever  products  we  plan  to  purchase,  the  Food  and  Nutrition  Service  must 
agree  to  the  product  type  and  assure  that  products  can  be  used  without  waste.  Prod- 
uct types  and  quantities  may  he  Innited  to  what  recipients  can  use.  For  example, 
Indians  on  reservations  can  only  use  canned  or  shelf-stable  flems;  schools  need 
breaded,  pre-cooked,  boneless,  fish  portions. 

The  Department  relies  on  the  U.S.  Department  of  Commerce's  National  Marine 
Fisheries  Services  for  economic  analysis  on  fish  markets  and  the  development  of 
purchase  recommendations  on  all  of  our  fish  programs.  They  also  develop  product 
purchase  specifications. 

I  hope  this  general  information  is  helpful. 
Sincerely, 

L.P.  Massaro, 
Acting  Administrator. 
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Questions  Asked  by  Senator  Stevens  and  Answers  Thereto  by  Mr.  Hall 
fisheries  obligation  guarantee  (fog)  program 

Question.  When  is  NOAA  going  to  comply  with  the  specific  instructions  given  by 
Congress  in  the  FY  93  State,  Justice,  Commerce  conference  report,  and  begin  guaran- 
teeing new  loans  under  the  FOG  program  for  FY  93? 

Answer.  NOAA  is  currently  processing  F'OG  applications  and  anticipates  making 
new  loan  guarantees  up  to  the  authorized  FY  93  ceiling  of  $47  million  by  the  end 
of  this  fiscal  year. 

Question.  Why  have  there  been  delays  in  approvingthese  FY  93  loan  guarantees? 

Answer.  NOAA  did  not  establish  its  policy  for  the  FY  93  FOG  Program  until  De- 
cember 21,  1992.  Since  that  time  there  have  been  no  further  delays  other  than  those 
arising  out  of  routine  loan  processing  and  approval  activities. 

SALTONSTALL-KENNEDY  (S-K)  GRANTS  PROGRAM 

Question.  Is  NOAA  currently  soliciting  Saltonstall-Kennedy  grant  proposals  for 
FY  94? 

Answer.  NOAA  published  a  notice  for  solicitation  of  proposals  on  July  13,  1993 
(58  Fed.  Reg.  37707).  However,  funding  of  any  proposal  submitted  in  response  to 
that  notice  would  be  contingent  upon  an  FY  94  appropriation. 

Question.  Will  NOAA  be  able  to  process  Saltonstall-Kennedy  grant  proposals  in 
a  timely  fashion  if  Congress  adds  S-K  funds  in  FY  94. 

Answer.  Yes,  NOAA  will  be  able  to  award  S-K  grants  during  FY  94  if  Congress 
provides  an  appropriation. 

Question.  What  percentage  of  past  S-K  funds  has  NOAA  used  for  its  own  operat- 
ing expenses,  and  do  you  anticipate  NOAA  using  FY  94  S-K  funds  for  operating  ex- 
penses rather  than  for  projects  that  benefit  the  fishing  industry? 

Answer.  Since  FY  91,  NOAA  has  been  using  $500K  of  the  S-K  Grants  appropria- 
tion for  the  direct  costs  of  administering  the  S-K  program.  All  other  S-K  appropria- 
tions have  been  used  to  support  projects.  However,  the  vast  majority  of  S^K  funds 
have  historically  been  appropriated  by  Congress  to  offset  the  appropriation  require- 
ments of  NOAA's  Operations,  Research,  and  Facilities  (ORF)  Account.  In  FY  93,  out 
of  $61.4  million  available  in  S-K  funds,  $6.4  million  was  appropriated  for  grants  and 
$55  million  was  appropriated  to  offset  ORF  requirements.  $500K  or  8  percent  of  the 
$6.4  million  appropriated  for  S-K  grants  was  used  by  NMFS  to  admmister  the  S- 
K  program.  If  NOAA  receives  an  FY  94  appropriation  for  S-K  grants,  it  would  con- 
tinue to  use  $500K  for  program  administration. 

Question.  The  fishing  industry  has  expressed  the  concern  that  too  many  S-K 
funds  are  being  used  for  "basic"  research  and  not  for  research  that  will  enhance  the 
fishing  industry.  Has  NOAA  been  responsive  to  industry  needs  during  the  FY  93 
cycle?  Is  NOAA  taking  any  steps  to  aevote  more  S-K  funds  to  projects  that  have 
a  more  direct  impact  on  the  commercial  fishing  industry. 

Answer.  NOAA  has  responded  to  the  needs  of  the  industry.  Many  of  the  problems 
before  the  industry  have  changed,  and  consequently,  many  of  the  solutions  to  these 
problems  require  a  different  approach.  For  example,  in  the  1980's  some  of  the  great- 
est challenges  before  the  industry  were  development  of  underutilized  species  and 
the  development  and  marketing  of  new  product  forms.  Today,  one  of  the  greatest 
challenges  both  to  the  government  and  the  seafood  industry  relates  to  conserving 
and  managing  our  fishery  resources,  many  of  which  are  severely  overharvested. 
Other  challenges  facing  the  industry  involve  assuring  consumers  of  the  safety  and 
quality  of  seafood  products. 

The  research  projects  being  funded  in  1993  are  focused  on  addressing  such  issues. 
We  acknowledge  that  the  recipients  with  the  most  competitive  proposals  frequently 
are  universities  with  extensive  research  infrastructures  having  technical  and  spe- 
cialized scientific  staff.  This  is  appropriate  because  solutions  to  most  of  the  issues 
before  the  industry  today  require  a  highly  technical  and  science  based  approach.  If 
S-K  funds  are  appropriated,  NOAA  will  continue  to  maintain  the  focus  of  the  pro- 
gram on  the  needs  of  the  commercial  fishing  industry. 


Questions  Asked  by  Senator  Kerry  and  Answers  Thereto  by  Mr.  Hall 

Question.  In  recent  years,  NOAA  has  shifled  from  an  emphasis  on  the  develop- 
ment of  American  fisheries  to  an  emphasis  on  conservation  of  fishery  resources,  (a) 
What  plans  or  priorities  has  the  Clinton  Administration  set  for  evaluating  and  up- 
dating NOAA's  financial  assistance  and  development  programs  to  address  the  evolv- 
ing nature  of  U.S.  fisheries?  (b)  What  opportunities  do  you  see  for  the  type  of  public- 
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private  partnerships  in  addressing  fisheries  problems  that  you  advocated  during  the 
confirmation  process? 

Answer,  a.  The  Administration  has  not  yet  identified  plans  or  priorities  relating 
to  financial  assistance  and  development  programs  for  U.S.  fisheries.  The  develop- 
ment of  our  detailed  policies  in  this  area  must  consider  the  current  widespread  state 
of  overcapitalization  in  fisheries,  the  serious  depletion  of  many  of  the  Nation's  most 
valuable  resources,  and  broad  scale  competition  among  many  user  groups  for  the 
same  resources. 

b.  Several  major  opportunities  for  public-private  partnerships  in  addressing  fish- 
eries problems  currently  exist: 

(1)  Regional  Fishery  Management  Councils.  The  enactment  of,  and  subsequent 
amendments  to,  the  Magnuson  Fishery  Conservation  and  Management  Act  provide 
an  abundance  of  opportunities  for  industry  interactions  with  the  Federal  and  State 
governments  and  conservation  organizations  in  resolving  fisheries  problems.  The  ef- 
fectiveness of  this  process  will  be  improved  as  industry  perceives  the  Government's 
commitment  to  the  Councils  as  the  main  forum  for  cooperative  fishery  decision-mak- 
ing. 

(2)  Coalitions  such  as  the  Southeast  Region's  "Government-Industry  Research 
Plan  Addressing  Finfish  Bycatch  in  the  Guli  of  Mexico  and  South  Atlantic  Shrimp 
Fisheries"  are  outstanding  examples  of  cooperative  partnerships  that  focus  on  re- 
solving difficult  problems  and  permit  unique  leveraging  of  available  public  and  pri- 
vate funds  to  achieve  common  goals.  Such  coalitions  should  be  encouraged  and  nur- 
tured. 

(3)  The  Saltonstall-Kennedy  and  MARFIN  grant  programs  are  good  examples  of 
Federal  efforts  that  encourage  the  development  oi  partnerships  to  solve  specific 
problems  related  to  the  conservation,  management,  and  development  of  fisheries. 

(4)  A  fourth  effort,  still  currently  in  the  developmental  stage,  is  the  National  In- 
dustry Bvcatch  Coalition,  which  proposes  a  nationwide  partnership  of  industry, 
NOAA/NMFS,  and  conservation  groups  to  address  the  serious  and  widespread  prob- 
lem of  bycatch,  waste  and  discards  in  U.S.  fisheries. 

Question.  Last  year.  Congress  enacted  legislation  calling  for  establishment  of  the 
Northwest  Atlantic  Ocean  Fisheries  Reinvestment  Program  (NAOFRP)  by  October 
of  this  year.  In  addition,  the  agency  has  prepared  a  dralt  plan  for  financing  restora- 
tion of  U.S.  fisheries  which  suggests  several  options,  including  direct  loans  or  loan 
guarantees,  operation  subsidies,  and  vessel  buy-back  programs,  (a)  What  progress 
has  been  made  in  implementing  the  NAOFRPr  (b)  What  is  the  status  of  tne  draft, 
plan  within  the  Administration  and  the  timeline  for  completion?  (c)  What  do  you 
see  as  the  key  elements  for  the  success  of  a  fishery  economic  recovery  plan?  (d) 
What  are  the  estimated  costs  and  economic  benefits  associated  with  an  economic  re- 
covery plan  for  the  groundfish  fishery,  and  what  potential  financing  mechanisms 
have  been  identified? 

Answer,  a.  NOAA's  Office  of  Sustainable  Development  and  NMFS  are  developing 
an  Implementation  Program  with  the  assistance  of  industry  representatives  and 
other  regional  constituents  who  are  providing  suggestions  on  how  best  to  accomplish 
the  goals  of  the  legislation. 

b.  The  draft  plan  for  providing  assistance  to  the  New  England  groundfish  fishing 
industry  during  stock  recovery  has  been  reviewed  by  the  internal  agency  Stock  Re- 
covery Steering  Committee  and  is  currently  being  revised  for  review  and  consider- 
ation within  NOAA.  A  definitive  review  and  implementation  schedule  has  not  yet 
been  established. 

c.  The  key  elements  for  the  success  of  such  a  fishery  economic  recovery  plan  are: 

(1)  Development  of  a  program  only  after  approval  by  the  Secretary  of  a  fishery 
management  plan  (FMP)  or  amendment  containing  measures  designed  to  eliminate 
overfishing; 

(2)  Intensive  involvement  of  the  industry  itself,  the  New  England  Regional  Fish- 
ery Management  Council,  and  Congress  in  the  program's  development  and  imple- 
mentation; 

(3)  Inclusion  of  Federal  programs  that  may  exist  to  assist  harvesters  and  proc- 
essors, including  those  from  other  Departments  and  agencies; 

(4)  Creation  of  incentives  for  compliance  with  regulations  issued  pursuant  to 
FMPs  and; 

(5)  Provision  of  opportunities  for  retire-.i^nt  of  capital  assets. 

d.  Estimated  costs  and  economic  benefits  associate'^'  ^■.'....  nn  economic  recovery 
plan  for  the  New  England  groundfish  fishery,  and  potential  finrncii.p;  mechanisms, 
are  currently  being  developed.  Overall,  however,  annual  additional  t;  "''S  of  more 
than  $300  million  are  anticipated  from  the  full  restoration  of  the  groundlisii  fishery. 

Question  3.  In  the  debate  over  the  Fishery  Conservation  Amendments  of  1990, 
there  was  industry  interest  in  broadening  eli^ble  uses  Tr.    ^ne  Capital  Construction 
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Fund  to  include  shoreside  facilities,  as  well  as  environmental,  health,  and  safety  re- 

Suirements  for  fishing  vessels.  Recently,  the  New  England  Council  suggested  that 
iongress  look  into  allowing  fishermen  to  transfer  money  from  a  vessel  s  CCF  fiand 
to  another  tax-deferred  investment  program,  if  the  vessel  is  removed  from  the  fish- 
ery. What  isvour  reaction  to  such  proposals? 

Answer.  The  Nation's  fishing  industry  does  not  stop  at  the  dock,  and  the  shore- 
side  portion  of  the  national  fishing  industry  suffers  from  many  of  the  same  income- 
instaoilitv  and  capital-fmancing  problems  as  the  seaside  portion  of  the  fishing  in- 
dustry. Extending  the  Capital  Construction  Fund  (CCF)  to  the  entire  fishing  indus- 
try is  worthy  of  consideration.  However,  this  must  be  done  in  the  context  of  the 
overall  tax  policy  for  the  Nation,  and  how  such  an  extension  might  be  viewed  by 
maritime  interests  other  than  the  fishing  industry  that  also  have  Capital  Construc- 
tion Fund  availability. 

The  main  effect  of  CCF  Pro-am  activity  is  to  reduce  the  annual  debt-service  re- 
quirements of  financing  fisheries  capital  expenditures.  This  effect  is  achieved  by  al- 
lowing the  tax-deferred  accumulation  of  the  fishing  industry's  otherwise  taxable  net 
income  in  order  for  the  resulting  accumulations  to  reduce  the  conventional  debt  por- 
tion of  future  capital  expenditures.  Deferred  taxes  are  recaptured  (through  future 
reductions  in  the  depreciable  basis,  for  tax  purposes,  of  property  on  which  these  tax- 
deferred  funds  are  expended),  but  their  recapture  ("repayment  )  occurs  over  the  en- 
tire depreciable  life  oi  the  property  involved  and  at  a  zero  use  cost  ("interest  rate"). 
Thus,  the  use  of  deferred  taxes  both  decreases  the  need  for  conventional  debt  and 
increases  the  likelihood  of  its  being  more  readily  available  (since  debt-to-loan  ratios 
are  decreased  to  levels  more  consistent  with  creditor  preferences). 

The  CCF  provisions  could  be  productively  extended  to  any  additional  fisheries 
purpose  sufficiently  consistent  with  the  achievement  of  public  policy  objectives  in 
the  fisheries  context.  Sufficiently  compelling  public  policy  objectives  in  the  fisheries 
context  should  certainly  include  environmental,  health,  and  safety  requirements. 
NOAA  has  drafted  an  amendment  to  the  CCF  Program's  rules  to  include  fishing 
vessel  safety  requirements  as  an  independent  objective  eligible  for  CCF  Program 
benefits  and  it  is  being  reviewed  by  the  Internal  Revenue  Service.  Negotiations  with 
the  Internal  Revenue  Service  are  continuing.  One  limitation  on  the  elTectiveness  of 
the  CCF  provisions  as  a  means  of  helping  to  finance  the  achievement  of  public  pol- 
icy objectives  is  that  benefits  are  conferred  only  upon  fisheries  operators  who  are 
sufficiently  profitable  to  be  able  to  reserve  a  significant  portion  of  taxable  income 
for  future  use. 

Authorizing  alternative  uses  (e.g.,  conversion  into  some  other  tax-deferred  invest- 
ment purpose)  for  accumulated  CCF  deposits  as  the  quid  pro  quo  for  removing  ves- 
sels from  overcapitalized  fisheries  might  potentially  be  a  part  of  the  answer  to  the 
fisheries  overcapitalization  problem  (i.e.,  one  means  of  financing  part  of  the  cost  of 
this  public  policy  objective),  but  only  in  the  context  of  a  broader  plan  for  fully 
achieving  the  whole  objective.  The  CCF  Program's  ability  to  contribute  to  the 
achievement  of  public  policy  objectives  in  the  fisheries  industry  deserves  consider- 
ation in  that  context. 

Question.  The  Fisheries  Obligation  Guarantee  Program  (FOG)  has  provided  guar- 
anteed, long-term  financing  to  fishermen  for  more  than  two  decades.  However,  last 
year  the  Department  of  Commerce  imposed  an  administrative  moratorium  on  new 
loan  guarantees  (a  policy  with  which  last  year's  Appropriations  conference  report 
disagreed),  and  the  Federal  Credit  Reform  Act  required  that  long-term  costs  of^the 
program  be  appropriated.  Does  the  FOG  Program  currently  generate  an  adequate 
cash  flow  to  ofTset  administrative  expenses?  Given  the  positive  cash  flow  generated 
bv  the  FOG  Program,  what  is  the  rationale  for  assigning  a  FCRA  subsidy  cost? 
Couldn't  NOAA  spend  the  money  better  elsewhere? 

Answer.  Yes.  Over  the  last  two  decades  the  FOG  Program's  income  has  been  suf- 
ficient to  offset  all  expenses  of  administering  the  Program  and  absorb  all  but  a 
small  residual  amount  of  aggregate  credit  losses  during  that  period.  Since  FY  1992, 
in  accordance  with  the  Federal  Credit  Reform  Act  (FCRA),  the  administrative  costs 
have  been  covered  by  appropriated  funds  from  the  Operations,  Research,  and  Facili- 
ties Account.  Accordingly,  all  income  during  this  and  subsequent  periods  goes  into 
the  Financing  Account  to  be  used  lo  offset  any  credit  losses  associated  with  these 
accounts. 

The  FOG  Program's  historical  subsidy  cost,  calculated  in  accordance  with  the 
FCRA  formula,  has  been  approximately  a  negative  one  percent  (i.e.  positive  FCRA 
income  rather  than  a  negative  FCRA  cost)  over  more  than  the  last  two  decades. 
However,  since  a  wide  variety  of  uncontrollable  circumstances  affect  the  fishing  in- 
dustry's debt-repayment  ability,  the  FOG  Program  subsidy  cost  is  not  predictable 
with  much  certainty.  As  a  result,  NOAA  took  a  very  conservative  approach  in  pro- 
viding small  positive  FCRA  subsidy  cost  estimates  during  the  first  two  budget  years 
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industry's  debt-repayment  ability  over  the  long-term,  FOG  Program  financing  is  not 
predictable  with  much  certainty.  Thus,  conservatism  has  impelled  NOAA  to  provide 
small  positive  FCRA  subsidy  cost  estimates  for  this  program.  It  is  clear,  however, 
that  if  the  subsidy  were  not  needed,  the  funds  could  be  spent  elsewhere. 

Question.  To  prevent  overcapitalization,  fishermen  in  "conditional  fisheries"  may 
make  only  limited  use  of  the  FOG  Programs.  One  of  the  primary  complaints  heard 
from  the  groundfish  industry  in  Massachusetts  is  that  financing  is  not  available  to 
regear  fisning  vessels  for  alternative  fisheries,  to  develop  processing  methods  for 
new  species,  or  for  market  development.  Many  fishermen  insist  that  they  would  pre- 
fer paying  back  loans  to  receiving  assistance.  What  changes  can  you  suggest  to  the 
current  programs  that  would  allow  fishermen  to  get  the  financing  they  need,  but 
not  contribute  to  overcapitalization  or  overcapacity?  What  is  the  status  of  the  report 
on  this  subject  requested  by  the  Appropriations  Committee? 

Answer.  Generally,  underutilized  species  and  market  development  financing  in- 
volves venture -capital  type  of  risks.  The  FOG  Program  has  never  financed  such 
risks,  and  we  do  not  think  it  should  do  so  now.  Accordingly,  an  alternative  financing 
authority  expressly  established  to  deal  with  the  credit  needs  of  venture-capital  and 
economic  development  type  risks  may  be  more  appropriate.  However,  such  alter- 
native authority  (or  the  FOG  Program  if  it  were  to  be  amended  to  undertake  such 
financing)  would  require  significant  FCRA  subsidy  cost  estimates  and  considerable 
appropriations  to  pay  for  credit  losses  expected  from  such  risky  financing. 

NOAA's  present  FOG  credit  policy,  iniplemented  in  FY  1993,  was  carefully  crafl- 
ed-to  provide  full  use  of  the  FY  1993  FCRA  authority  to  credit-worthy  borrowers  yet 
ensure  against  overcapitalization  across  all  fisheries,  rather  than  selected  fisheries. 
NOAA  believes  that  this  policy  adequately  accomplishes  its  objective.  Nevertheless, 
NOAA  will  review  its  policy  to  see  if  there  are  modifications  that  could  extend  the 
FOG  Program  financing  to  other  aspects  of  capital  needs  not  presently  permitted 
by  the  policy,  but  which  are  within  the  scope  of"  the  enabling  legislation  and  which 
would  not  contribute  to  increased  capitalization. 

The  report  requested  by  the  House  Appropriations  Committee  in  the  FY  1993 
budget  process  is  being  transmitted  to  Congress  by  the  Department  of  Commerce. 
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